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ABSTRACT
From 1989 to 1991, the Argentine economy underwent four hyperinflationary outbursts
(April-May 1989, July 1989, December 1989, and February 1990). The new
administration that took power in July 1990 implemented in succession four approaches
to avoid hyperinflation. In a first stage, the exchange rate was fixed, prices were
controlled, and wages and the interest rates were left free. In the second stage, the
exchange rate, prices, wages and interest rates were left uncontrolled. Furthermore, the
internal public debt was reprogrammed for ten years, and the nominal quantity of
money was substantially reduced. The third stabilization program embodied the second
phase, but added severe fiscal restraint. The last phase combined a dollar standard with
a deindexation mechanism and a strong liberalization of imports. A common factor
among all four phases was the government's promise to undertake structural reforms
within the economy.
During the period considered, the Austral revalued persistently in real terms, real
wages increased in dollar terms, and the economy underwent high levels of dollar-
denominated inflation. Furthermore, real interest rates alternated between positive and
negative values, but were consistently positive in dollar terms. These pattern exhibited
by economic indicators showed up in each of the four consecutive stabilization
attempts.
Thesis Supervisor: Lance Taylor
Title: Professor of Economics
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1.Introduction
On 1 April 1991, a new economic program was launched to stop the menace of
another hyperinflationary outburst. The new stabilization plan, the so-called Cavallo-II
plan or Plan Otofio (Autumn Plan), was passed by national law on 28 March, and it
included new instruments and provisions not tried together in previous stabilization
attempts. The nucleus of the plan established: First, a "dollar standard", by which, the
Central Bank would be legally obliged to honor all the monetary base with an 100%
coverage of foreign reserves. At the established rate of U$S 1= A10,000 (A, for
Austral, the Argentine currency), the Central Bank would buy or sell the amount of
Australes that the public offered or demanded, respectively. This provision was
relatively new. Since 1929 no convertibility law had been enforced in the Argentine
economy1 . Second, a deindexation strategy for prices of services, by which existing
contractual indexation mechanisms would be suppressed. Furthermore, new values for
these services would be subject to discounts on their pre-plan historical prices. Third, a
"strong" import liberalization, which would simplify the tariff structure2 and would
give comparatively higher protection to higher value-added sectors3 . Finally, the
Central Bank would no longer print money to finance the government's deficit and it
would abstain of further intervention in the financial market.
This was the eighth economic program put forth by the new administration in
twenty months (a complete list, with its principal provisions is in the Appendix, Table
lIn 1899, the Ley de Conversi6n (Conversion Law) created the Caja de Conversi6n (Conversion Fund).
The Conversion Fund would exchange all existing fiat money for 100% gold-backed Argentine pesos.
The convertibility system prevailed from 1900 to 1929, though it was suspended during World War I
(Apreda 1986).
2New tariff structure was 22% for finished industrial goods, 11% for intermediates and 0% for raw
materials.
3A "strong" tariff reduction effort was put forth by the military government from 1979 to 1981. This
policy was complemented by a total liberalization of the financial sector, an active crawling peg system
(la "tablita") and a preannounced schedule of increases in prices of public services (Winograd 1984).
Although the Cavallo-II plan included an import liberalization component (though with a different
emphasis), it excluded preannounced schedules of increases both in the exchange rate and in prices of
public services. Furthermore, an "explicit" deindexation strategy was absent during the 1979-1981
experiment (the law of one price was regarded as the "implicit" price control mechanism).
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A. 1.). And it embodied the third exchange rate regime: The Bunge y Born plans (BB-I
and BB-II) fixed the rate (the BB-II established a dual market), the Erman Plans
(Erman-I, II, III and V) and the first Cavallo plan (Cavallo-I) established flexible
rates4, and the second Cavallo plan fixed a dollar standard. Prices of goods were frozen
for a while (the BB plans) and afterwards set free. Throughout the period, wages were
set freely in collective bargaining agreements, and the public sector gave (at the most),
indicative guidelines about private sector wage determination. At the same time,
interest rates were set freely within the financial sector, although the Central Bank
influenced it with various degrees of intervention. The public sector, meanwhile,
obtained modest degrees of fiscal surplus either by increasing revenues (BB plans) or
by not paying expenses (the rest). Public expectations on the results of the economic
plans went from "optimistic" (during the first two months of the BB-I and immediately
following Erman-III and Erman-V) to "pessimistic" (BB-II and Erman-I and II). The
"optimistic" periods were generally coincident with official announcements about
public sector restructuring and rationalization.
During approximately the same period, the Argentine economy underwent four
hyperinflationary bursts (April-May 1989, July 1989, December 1989 and February
1990) and one inflationary peak, prematurely controlled (February 1991). This paper
analyzes the stabilization policies set forth by the new administration during the period
July 1989-March 1991. A thorough analysis of the structural reforms within the public
sector during this period is omitted.
The order of the paper is the following: Section 2 analyzes the fixed exchange
rate regime period (BB-I and BB-II). Section 3 takes on the flexible rate regime period
4Before the Cavallo-II plan was implemented, an active crawling peg mechanism was used.
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with no fiscal restraint (Erman-I and II). Section 4 covers the fiscal crunch of Erman-
III and V5. Finally, Section 5 draws the main conclusions.
2.BB-I and BB-H: The Heterodox Shock
a. BB-I
On 8 July 1989 a new administration took power in Argentina and on the
following day a new economic plan was announced. The economic prospect was not
promising. First, the CPI index had increased 114.5% in June and was on the rise (see
Table A.2.). Second, the devaluation of the parallel exchange rate in June had been
213.8% (see Table A.7.) and the gap with the official rate averaged 90.8%. Third,
monetization levels were on a steady negative trend since January (see Table A.10.)
Consequently, the interest rates had soared to a monthly rate of 137.8% in June (see
Table A.8). Finally, in that month, the Central Bank's liquid reserves position had
reached a minimum of U$S 112.4 million (see Table A.11.). A general situation of
increasing recession, accumulation of accrued interest payments on foreign debt,
mounting levels of fiscal imbalances and internal debt, completed this outlook. This
situation was not new, though it had deteriorated sharply since 6 February 1989, when
the so-called Plan Primavera (Spring Plan) collapsed6 . In a context of political
instability, fiscal account deterioration and low levels of reserves, the economy
underwent an hyperinflationary outburst beginning in April. In that month, the inflation
rose abruptly (see Table A.2) and the dollarization of the economy accelerated. There
5A set of complementary measures in June 1990 was nicknamed by the press as Erman-IV. We disregard
it as an economic plan (see Table A.1.). The Cavallo-I was very short lived (near seven weeks), and the
Cavallo-II (Autumn Plan) is just born. We give a summary of both Cavallo plans in Section [4.c.].
6The Plan Primavera was announced on 2 August 1988. Its main provisions were: First, a dual exchange
rate market (official and free), in which the Central Bank would sell foreign reserves to stabilize the gap
between the official and the free rates; second, a price freeze and determination of wages by collective
negotiations; third, increase in prices of public services by 30% and frozen henceforth and fourth, a
reduction in the value added tax by 3 %. The program collapsed on 6 February 1989, when the Central
Bank suspended it's daily auctions of reserves (Machinea 1990).
is evidence that the hyperinflationary peak had receded by May (Dammill and Frenkel
1990b), when guidelines of the new economic plan (the BB-I) were spelled out.
The plan BB-I had a blend of structural reforms with short run stabilization
measures. On the structural side, the plan would undertake the "long awaited" reforms
in the public sector: privatization of public companies, deregulation, decentralization,
reform in the legal treatment of foreign investments, autonomy in the Central Bank and
opening up of the economy. These measures were targeted to move the economy
towards a market economy. In the view of government officials, the import-substitution
model with strong State intervention was exhausted, and corrections were needed.
In previous hyperinflationary experiences, stabilization attempts have included
explicit announcements about changes in the "new rules of the game" (Heymann
1986). In Argentina, proclamations on the need of structural reforms were not new.
But the resolve of a new administration to undertake it at the beginning of it's mandate
was definitely a novelty. However, this fact alone does not mean that those declarations
would suffice to make the stabilization attempt successful7 . For this to be true, it
would have meant that the announcements would have been immediately believed, that
they would have changed expectations immediately and consequently, that prices would
had accordingly fell. The remarking process8 that followed the announcement of the
program (explained below), showed that economic agents were not sure if inflation
would eventually stop.
The stabilization part consisted of a mixture of measures already put in practice
by the previous administration. In order to cope with the fiscal imbalances, the new
economic team reinforced revenues and curtailed expenses. Prices of public services
were increased by 500% (average), and export taxes were maintained at the previous
7The Austral Plan left structural reforms to the future, once the program had proven its initial success.
8Previous experience with price controls have developed in firms, the practice of issuing new price lists
whenever rumors of possible controls spread. This precautionary exercise provides firms of a price
cushion, large enough, to permit them operate with profits during the price freeze. On the retail level,
preventive price increases protect stores, from possible working capital losses.
administration levels (30% for agricultural products and 20% for industrial goods).
Two new taxes were created: a 4% once and for all tax on external assets held by
residents abroad, and a 4% tax on all government paper. Furthermore, a thorough
revision of all existing subsidies would be undertaken (including those tax exemptions
and deferrals coming from promoted industries), and a major revision and
simplification of the tax system would be send to Congress.
The government established a fix exchange rate system with exchange controls
(no convertibility). The exchange rate was set at U$S 1 =A650. This rate meant a
devaluation of 117% over the existing commercial rate9 and it was supposed to remain
fixed until March of 1990. Export taxes, though maintained initially at pre BB-I levels,
would be gradually reduced over time. From the exporter's point of view, this meant
maintaining the exchange rate at approximately constant real values, if the schedule of
reductions in export taxes coincided with future inflation rates. Thus, the system would
simulate an active crawling peg system. The exchange rate would remain fixed for
financial transactions and services.
Market forces would set the interest rates, though the government intended to
lower them to one-digit levels. This would imply negative real interest rates in the short
run (if inflation did not recede) though positive rates in dollar terms.
"Paritarias" (collective bargaining agreements) would determine nominal
wages, though the government would provide guidelines for future wage adjustments'0 .
To cope temporarily with the situation, the new administration provided an emergency
assistance bonus of A8,000 (around U$S 12) for every worker, plus an advanced
payment of A30,000 (around U$S 46) on account of July's salary.
The determination of prices in the private sector proved to be a complex task.
Initially, the government decreed that firms should back their prices to the 3 July level,
9Though only a 20%over the existing parallel rate.
10A law passed by Congress during the previous administration, established wage determination by the
collective bargaining mechanism.
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and it established price ceilings on a number of commodities (rice, milk and bread).
This intent proved to be useless. Expectations of a price freeze, before the plan had
been announced, had accelerated preventive remarking of prices. The new
governmental disposition fared no better. The remarking exercise further accelerated.
Finally, on 17 July (eight days after the plan was announced), the administration settled
the issue with a group of companies (representatives of the industrial sector). Prices
would be frozen from then on. Furthermore, the government promised not to increase
the exchange rate and the price of public utilities for ninety days. This solution to the
price negotiation deprived the exchange rate and the price of public utilities of the
anticipated cushions. Additionally, prices of domestically produced goods ended up
spiraling one more time than needed. Thus, the adjustment turned out to be more pro-
business and less pro-labor than intended.
Finally, price ceilings were not imposed on flexible price markets. These
markets have inelastic supplies and high price elasticities to demand shocks. It was
thought that reduced levels of aggregate demand would prevent future price increments.
Other complementary provisions "closed" the plan" (see Table A. 1.).
To summarize, at Day One, the plan did not include any monetary reform, any
tax reform and no substantial foreign support12. The autonomy of the Central Bank, the
overhaul of the tax system and the proposed structural changes within the public sector
were projects to be sent for Congressional approval.
11The new authorities promised to change the functioning of the Central Bank, making it independent
from the Economic Ministry. In addition, they promised to overhaul the tax structure. The Ley de
Reforma Tributaria (Tax Reform Law) was finally passed by Congress in February 1990.
12 In September, the government signed a Letter of Intent, to be submitted to IMF authorities, for a stand-
by loan. It's main objectives were: First, reduction of the inflation rate to 2% per month by end-year
and to international levels by 1990; second, GDP growth for 1990 higher than 5%and third, reduction
of the non-financial public sector deficit, from 16% in 1989 to 1.25% in 1990. There were further
provisions regarding the external debt, the quasi-fiscal deficit, the exchange rate, the liberalization of
imports, a tax reform, future privatizations and rationalizations within official banks. The stand-by
agreement for U$S 1,400 million was finally signed in October. The first quota of U$S 240 million was
received in November.
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The initial results of the plan were as expected. In the short run (about two
months), inflation sharply decreased (see Table A.2.). The CPI index rose 196.6%in
July, and descended to 9.4% in September. The WPI reduction was even bigger
(209.1%in July to 2.5%in September), though prices in this index included the
cushions previously negotiated with the government. Prices of services (private and
public) increased relatively more than those of other goods included in the CPI index
(see Table A.3.). This fact has ocurred in previous stabilization programs. First,
private services were not initially included in the price freeze (in October they were),
and second, these usually adjust by past inflation rates. Hence, with decreasing levels
of inflation, their relative price rise.
The fiscal situation was slightly improving. In September, the Treasury had a
positive operative surplus (see Table A. 12.) though not enough to permit full payment
of interests without extra financing. Various causes influenced in this result. First, there
was the real increment in taxes, due to a converse Olivera-Tanzi effect. Second, there
was the contribution of export taxes and import duties (to a lesser extent). Third, there
was the transitory suspension of subsidies, and fourth, the government's practice of
deferring wages and other expenses to subsequent months. The increase in the price of
public services contributed also to lower the deficit of the non-financial public sector13.
The exchange rate gap (the difference between the official and the parallel rate)
became negative in September (see Table A.7.). The Central Bank, pressed by low
level of reserves (U$S 112.4 million of liquid assets in June, Table A. 11.), purchased
foreign exchange, increasing the monetary supply. There was also an active liquidation
13In Argentina, the public sector has five components: a)Administraci6n Central (Central Administration),
b)Administraciones Provinciales and Municipales (Provincial and Municipal Administrations),
c)Organismos Descentralizados (Decentralized Organizations), d)Sistema de Seguridad Social (Social
Security System), and e)Empresas del Estado (Public Companies). The Central Administration is also
called the Tesorerfa General de la Naci6n (National General Treasury). Even if the Treasury is only a
part of the public sector, it is used as a proxy for it's overall performance. The reasons are twofold.
First, it is the most important component within the public sector, and second, information gathering on
the Treasury's operation is relatively rapid.
-9-
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of reserves by exporters since the beginning of the plan. But there was no clear
understanding within government officials of what interest rate policy to follow (or of
what policy regarding reserves acquisitions to pursue). Low interest rates would reduce
the quasi-fiscal deficit 14. The trade-offs involved would be possible acceleration of
inflation (if monetization levels had reached a ceiling) and pressure on the exchange
rate market. This erratic interest rate policy do not appear in monthly averages of
nominal interest rates (see Table A.8.), which show a steady decline from July to
October. Interest rates in dollar terms were highly positive during this period 15.
The internal public debt had reached a maximum of U$S 12,417 million in the
second quarter of 1989 (16.2% of GDP). The hyperinflationary process during May-
June had reduced it by nearly 45%during the third quarter (Artana, Libonatti and Rivas
1990). During this period (July-September), 76% of the public debt was owed by the
Central Bank and 24% by the Treasury 16. Part of the internal debt had already been
restructured by the BB-I announcements, though remunerated reserves were excluded.
The levels of Ml and M3 as percentages of GDP increased during the first five
months of the plan from the already low levels of June (see Table A. 10). This had been
14Quasi-fiscal deficit is the Central Bank's deficit. It had two main sources: interest payments on
remunerated reserves and the rediscounting of financial entities' paper at interest rates below the rates
paid by the Central Bank (Canavese and Di Tella 1988).
15In order to relieve the exchange market from unwanted pressures, the government suspended in August
export prefinancing operations and it authorized a dollar-deposit system with 10% minimum reserve
requirement. Dollar-denominated Treasury notes were introduced in November.
16The Central Bank's internal public debt consisted of indisposable deposits, compulsory reserves and
bills. Indisposable deposits were deposits with 100% reserve requirement. The Central Bank computed
interest on these deposits. The Central Bank actually never paid interests on these deposits, thus these
deposits (and interests) accumulated over the years. Compulsory bank reserves were reserves well above
the levels that standard banking practices would recommend. The Central Bank computed and paid
monthly interests on these funds. The most important Central Bank bill was the Certificado de
Participaci6n (CEDEP), a short term bill used to regulate market liquidity.
Treasury's internal public debt consisted of indexed bills. They were adjusted by different nominal
variables (e.g., exchange rate- official or parallel, price index, nominal interest rate), and usually paid a
real interest rate (Artana, Libonatti and Rivas 1990).
--- -J---
another stylized fact in previous stabilization attempts with a minimum of credibility,
though there were some indications by October that this process could end 17 .
By October problems developed in the political and economic front. First, the
new administration was having increasing difficulties to neutralize the influence of the
strong leader of the Confederaci6n General del Trabajo (CGT, the confederation of
labor unions). The CGT actively opposed the administration economic policies.
Divisions within the CGT eventually lead to a split of it in two. One side was
controlled by more moderate pro-government union leaders. The other side remained a
stronghold of anti-government labor unions, formed essentially by public sector related
syndicates. Second, the structural reforms were viewed by the population as taking
more time than needed1 8, and the government was not showing resolve in coping with
the resistances to structural changes. Third, some members in the economic team had
resigned. Fourth, there had been public pronouncements by the leader of the Bunge y
Born holding company, openly criticizing the new tax reform which was about to be
sent to Congress. Fifth, there were rumors of a major "puncture" in the internal debt.
This would have implied a redistribution against depositors , as more than two thirds of
the internal debt was owed by the Central Bank to the financial sector. Sixth, on the
economic side, there were indications that the exchange rate was overvalued and would
need some modification before March 1990. Finally, there had been wage increases
above the government's guidelines. As pointed out by Damill and Frenkel (1990b),
wage demands were done more in line with a target real salary than with previous (or
17Furthermore, there are indications that during the past stabilization attempts, the monetization levels
have reached more rapidly their ceilings. Consequently, the scope of deficit monetization during the
initial stages of a plan has reduced.
18In September, Congress passed the Ley de Emergencia Econ6mica (Economic Reform Law) and the
Ley de Reforma del Estado (Public Sector Reform Law). The main provisions of the first law
established the suspension for six months of 50% of the subsidies included in the industrial promotion
regime, the suspension for six months of all remaining subsidies and a new regime for foreign
investments. The second law regulated the ways of setting up the structural reforms in the public sector.
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even current) inflation levels19. Furthermore, the collective bargaining system provided
a propagation mechanism of price instability. The reasons are twofold. First, the fact
that wage increases emerging from collective negotiations are generalized, imply just
that: no firm within the industry can offer a lower wage increase. Hence, generalized
pressure on the firms' cost structure will translate into generalized price increases of
final goods. Indeed, the "paritarias" diminishes the risks for firms of increasing final
prices: sooner or later all firms within an industry will follow through. Second, the
collective negotiations has an influence on expectations. When a final agreement is
reached, the generalized wage increase becomes well-known. Consequently, an
extrapolation of future inflation rates can be made. Only if wage increases go in hand
with the firms' compromise of absorbing those higher costs, can one expect inflation
rates to be lower. To conclude, the effect of wage increases on prices could have been
milder if wages would have been negotiated at the firm level.
A positive exchange gap appeared in October, and the inflation rate turned out
to be higher than expected. Price ceilings on services had been established in October.
Nevertheless, these and agricultural products led the increase. The subsequent cycle
that developed during October and November between the interest rate and the
exchange rate, has been present in previous stabilization attempts that have fixed the
exchange rate.
First, the fix exchange rate attracts short term foreign capitals, which can earn
high interest rates (in dollar terms) with a very low risk of a future devaluation.
Second, inflation (even at very low levels) causes a steady reduction in the real value of
the exchange rate. At some point in time, there begins a change in portfolios from
Australes to foreign currencies, and a positive exchange gap appears. This gap has two
effects. In the official market, it slows down export liquidations, and promotes
19This practice generalized to the determination of prices for public services by the beginning of 1990
(Damill and Frenkel 1990b).
underinvoicing and overinvoicing by exporters and importers, respectively. These
effects feedback in the parallel market, widening the gap further. In a partially
dollarized economy, this behavior of the parallel rate further accentuates inflationary
expectations, which in turn increases the perceived overvaluation of the Austral (at the
official rate) and increments interest rates20 . Monetary policy can deter temporarily the
widening of the gap, but at a cost. The higher interest rates will increase the quasi-
fiscal deficit, will lower even further the real value of the official exchange rate and
will increase the opportunity cost of paying taxes. The alternative of selling reserves
has proved short-lived, at least in Argentina. Eventually, interest rates spiral with
exchange rate variations.
The internal debt complicated matters further. It was not only the problem of
it's volume (U$S 6,344.1 million in November 1989). The "spiralling" of interests and
the exchange rate created more money. In Argentina, monetary creation is endogenous,
and the higher interest rates were immediately monetized because the biggest part of the
internal debt (owed by the Central Bank) had very short expiration dates (mainly
weekly). Consequently, the Central Bank provided the required liquidity for this
"bubble" between interests and exchange rates to develop21.
Weekly variations of the CPI, the exchange rate, and the interest rate during
November and December (see Table A.4.) show that until the second week of
December, this spiralling had not begun. Furthermore, the degree of dollarization had
not increased. During the second and third weeks of November, the combined
increment in the exchange rate (26.4%) largely exceeded the accumulated inflation rate
2 0The dollarization of the economy was not new. The disequilibriums emerging from the 1981-1983
period, caused acceleration of inflation, reduction in the demand for domestic assets, and consequently,
an increase in the demand for external assets. The denationalization of savings that took place, had long
run implications. First, it provoked a decrease in the supply of commercial credit, and second, the
financial sector increased it's fragility because of a shortening of deposit maturity (Fanelli and Machinea
1988).
21you need an endogenous wealth expansion in any financial boom and crash cycle (Lance Taylor,
personal communication).
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for that period (2.6%). The sharp decline in the devaluation rate during the last week of
November and first week of December, is largely indicative that economic agents
expected a devaluation and a subsequent stabilization. That is, there were no indications
at this stage of the hyperinflationary outburst of late December. Individuals anticipated
an overhaul of the existing plan, but a minor one.
The measures adopted by the government to narrow the exchange gap (35% in
November), either by selling foreign reserves (U$S 600 million in November), or by
increasing its internal debt or by introducing dollar-denominated bonds proved short-
lived, or outdated.
b. BB-H
The new plan was announced on 10 December. It increased the prices of public
utilities by 60% (average), raised export taxes by 11% and reduced import duties by
10%. The original schedule of gradual reductions in export taxes was abandoned. The
exchange market was split in two, a fix and a free market. The official fix rate was set
at U$S 1=A 1,000, which implied a 54% devaluation of the previous official rate.
Finally, the plan decreed a unilateral reprogramming for two years of payments on
principal of all existing public internal debt owed by the Treasury (around 30% of total
internal public debt). This adjustment was totally unexpected by the market. Even if the
new official rate had been set at the parallel rate prevailing before the plan was
announced, the debt reprogramming proved to be a major blow to credibility and
affected negatively on expectations.
On 12 December, opening day of financial markets, the exchange gap was 28%
and two days later it reached 54%. The dollarization process accelerated. On 18
December, a new economic team with a new economic program followed.
Both the BB-I and BB-II did not imply a monetary reform, it did have some late
IMF financing (the stand-by agreement) and a fiscal reform would only be implemented
later (in February). In the initial stage (July and part of August), the plan's main
-14-
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objectives were to avoid hyperinflation and to define the legal framework of the public
sector reform. During the following two months (August-September), the plan had a
reasonable degree of success. During October-November, political and economic
problems deteriorated the credibility in the government's resolve to undertake the major
reforms. During this period it became clear that the government had underestimated the
potential for inflationary wage adjustment. Finally, in December the plan ultimately
collapsed.
3.Erman I-IH: The Monetary Drought
a.Erman I
A new Minister of Economics, Antonio Erman Gonzilez, took office on 18
December and launched what Damill and Frenkel (1990a and 1990b) have called "la
revoluci6n cambiaria" (the currency revolution). The new set of measures established
flexible exchange rates and suppressed exchange and price controls. Furthermore,
export taxes were set to their pre-10 December level, public wages were increased in a
fixed amount and prices of public services remained unchanged. No additional
announcements were made on the fiscal side. Finally, the government promised that it
would honor all Austral denominated deposits and that it would make an effort to
anticipate payments of the recently refinanced internal public debt.
This plan lasted 16 days and did not fare better than the previous ones. Some
exporters sold foreign currency (though in scant quantities), and the exchange rate
reverted its positive trend for some time. Late in December it had regained its
momentum22. The government was trying to control it using monetary policy, and the
interest rates soared. This situation complicated the Central Bank's deficit front. Prices
followed and further skyrocketed, when newspapers23 spread the rumor of a possible
22Daily variations in the parallel exchange rate during the period December 20-December 28 averaged
5.4%.23First news appeared on Friday, 29 December.
-15-
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change to a convertibility rule. The exchange rate to the dollar that made convertibility
possible (the ratio of monetary base to Central Bank's foreign reserves) implied a
massive devaluation. The exchange rate had closed on 28 December at A 1,950 and the
newspapers speculated on a dollar rate ranging from A3,000 to A8,000 (a 54%-310%
devaluation range)24 . On the next weekend demand and supply ran in different
directions. Consumers, which had collected their salaries and their "aguinaldo" (end-
year bonus), hit the stores. Retailers, in trying to avoid a total loss of their working
capital, either closed their stores or went on a remarking stampede. By weekend's end,
some prices had increased by more than 100% (in two days).
b.Erman II
On 2 January of 1990, the new economic authorities announced a drastic plan to
stop hyperinflation. In its essence, the so-called Erman II plan (or Bonex Plan)
amounted to the following (the plan is detailed in Table A.1.): First, flexible rates
would be maintained. Price, wages and interest rates would be freely determined.
Second, all term deposits and special savings accounts would be exchanged for
A1,000,000, and the Austral balance returned in Bonos Externos (Bonex) 1989 series25
(to be issued). Interest accrued on these deposits from 28 December to 4 January would
not be computed. Furthermore, acceptance and renewal of new term deposits would be
temporarily suspended.
Third, all internal public debt issued by the Treasury, would be converted to
Bonex 89. This debt had already been postponed by the BB-II plan. But now, the new
24The exchange rate that made convertibility possible, came from the formula, e> (MB/R), where e is the
exchange rate, MB is the monetary base, and R is the stock of foreign reserves. Different estimates of
MB and R, and various alternative definitions of MB (and R), gave dissimilar possible devaluation rates.
Equating the stock of foreign reserves with the stock of liquid assets, gave an average "convertibility"
devaluation rate of 141.2% in December 1989 (see Table A.11.). Incidentally, the Cavallo-II plan was
implemented when this ratio was at it's minimum value since 1985 (with the possible exception of
August 1989).
25Bonos Externos (Bonex) is a ten year, dollar-denominated bond. It has a two year grace period and pays
the LIBOR rate. Today the 1981, 1982, 1984, 1987 and 1989 series circulate.
-16-
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postponement implied exchanging a two year reprogramming of payments on principal
(under the BB-II) for a ten year maturity bond.
Fourth, all "indisposable deposits" and compulsory bank reserves would be
substituted by Bonex 89.
Fifth, on the fiscal side, public tenders would be suspended for four months and
those contracts already tendered, would not be assigned.
Sixth, the 1990 budget would be maintained at the 1989 nominal level, and
finally, other complementary fiscal and monetary measures (see Table A. 1.).
Let us take the plan by parts. The program maintained the status quo of the
Erman-I. The exchange market would set the dollar/A rate. There would be no interest
rate ceilings in the financial market, whereas firms could adjust their final prices freely.
Private negotiations between firms and labor unions would set the wage level.
The conversion of an Austral denominated term-deposit to Bonex 89 bonds
would involve three steps. First, the Central Bank would not recognize any interests for
the period 28 December-4 January. Second, the Austral balance (once the A 1,000,000
were deducted) would be converted to dollars at a rate to be specified later by the
Central Bank (actually, A 1,830). Third, this dollar amount would be transformed to
Bonex 89 bonds at face value. For savers, this would represent a smaller number of
bonds to receive in exchange, as the market value of the bonds would be much smaller
than it's face value26.
The internal public debt (issued by the Treasury and the Central Bank) was
exchanged for Bonex 89 bonds, after dividing it's present value by the rate of A 1,830
to the dollar and then taking the Bonex 89 at par value. Part of that debt had been
already postponed by the BB-II.
26 0n it's first day of operations (26 January 1989), these bonds had a market price of U$S 40.86 for a
face value of U$S 100.
_ 
______
Finally, the promise to freeze the budget at previous year levels was usually
done, though bureaucratic hurdles prevented it to happen.
If this plan meant to be a monetary reform, it was a very untidy one. It
concentrated only in three type of financial assets: term-deposits, special savings
accounts and the internal debt. Low income groups usually hold their assets in Ml
(specially currency). Redistributive considerations may have convinced the government
to exclude these assets (mainly checking accounts and ordinary savings accounts) from
the Bonex swap. Interfirm loans, interbank loans and acceptances were similarly
excluded. The reasons were unclear.
The program caused massive redistributions of wealth in a very short period of
time: within the private sector, within the financial side and from the private side to the
public sector. An example will clarify the issues involved in the private sector 27.
On 28 December, a A 10,000,000 Certificate of Deposit (CD) was worth
$5,128 at the December closing rate of A 1,950 to the dollar. On Day One of the plan,
the exchange rate went down to A 1,300 per dollar. That CD was equivalent to $769
A 1,000,000+ A1,300) plus 49 Bonex 89 bonds (A9,000,000+ A1,830=$4,918
converted to 49 bonds of $100 face value). A plausible market value for a Bonex 89
bond would average $30. Consequently, 49 bonds would be worth $1,470 and the total
value of the CD would go to $2,239. This meant a discount of 56.3% from 28
December levels.
Firms were affected in two forms. First, because the Bonex swap hurt their
financial position (if they had invested their financial portfolios mainly in term
deposits). Second, because their liabilities were not included in the swap.
Consequently, they had to pay their debts with depreciated assets.
Within the financial system, a similar redistribution occurred. Banks needed
currency and Bonex 89 bonds to pay back the term deposits, but would receive from
27 See footnote [d], Table A.8., for different examples within the private sector.
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the Central Bank only bonds at face value (from the remunerated reserves). In this
context, a higher proportion of smaller term-deposits, would mean a bigger proportion
of A1,000,000 payments and a smaller share of "pasivos licuables" (depreciated
liabilities, the Bonex 89 part). At the same time, a big proportion of indisposables and
compulsory reserves (remunerated reserves) in their asset structure would imply a
weaker financial position. This appeared to be the retail bank's situation. In Table 1 we
present an estimated balance sheet for the consolidated financial sector.
Table 1
Consolidated Balance Sheet of the Financial Sector
December 28, 1989 (millions of U$S)a
Assets Liabilities
Remunerated Reserves 1224 Demand Deposits 1167
Non Remunerated Reserves 499 Savings Deposits (common) 167
Loans 1111 Savings Deposits (special) 111
Government Bonds 444 Term-Deposits 2333
Cash 500 Australes 667
Bonex 89 1667
TOTAL 3778 TOTAL 3778
SOURCE: The Argentine Letter (1990), vol. 3, number 19.
a Values in Australes converted to US dollars at the rate A 1,800 per dollar.
The Erman-II plan swapped U$S 2,444 million in term deposits (plus special
savings accounts) for a combination of Australes and Bonex 89. The financial sector
had to return U$S 667 million in cash (the Austral part of the term deposits swap), and
could back it with the non remunerated reserves portion generated by those deposits
plus a fraction of their cash at hand. Banks would be able to pay back the Australes if
and only if a big proportion of it would be converted back to savings account. In many
financial institutions, this condition was violated.
The public sector postponed the whole of its internal debt (mostly short term)
for ten years, drastically reducing the confidence in the Austral. Moreover, the
program did not take any major provisions regarding future fiscal restraint. And this
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worsened the plan's initial expectations, as the population perceived the adjustment as
not evenly distributed.
The rationale behind the program was the following (as viewed by government
officials): First, low level of external reserves made fixing the exchange rate, highly
implausible. Attempts to control the exchange gap (the difference between the official
and the parallel rates) by means of interest rates had proved unsuccessful in the past
(e.g., BB-I) and had snowballed into increasing levels of quasi-fiscal deficit. Second,
lack of confidence in the national currency had caused a frenzied demand for US
dollars 28. Third, increases in the exchange rate had skyrocketed into immediate
variations in prices (due to the dollarization process under way). Fourth, in order to
force the exchange rate down (and so the prices) a contraction in the real money supply
would be required. That monetary contraction should be big enough, so that firms and
individuals would be forced to sell their foreign assets to pay back their debts and
liabilities (they had been deprived already from their term deposits). As officials put it,
the market would be "dried" of Australes. Fifth, the term deposits-Bonex 89 swap
would provide that necessary monetary shortage and would postpone interests payments
accrued on remunerated reserves29. Further, it would make the fiscal deficit
independent from the local interest rate, making the latter once again useful as a
macroeconomic tool (the internal debt would be "externalized"). Sixth, expansionary
mronetarr olict'e (fnf n csrt) ehoIAlA hb aId•dPA To the pnd rp~eruC rpnllirPmnnte
should remain high30, private credit should be curtailed31 , and above all, no public
2 8Fiscal deficits caused by redistributionist policies, drove the 1975 hyperinflation experience. During
1989, hyperinflation was propelled by savers searching for safe financial havens (mainly foreign
currency).
29The quasi-fiscal deficit ran at a U$S 700 million monthly rate in December 1989 (FIEL, Indicadores de
Coyuntura, January 1990).
30In the beginning of 1990, checking accounts had 88.5% of reserve requirements and common savings
accounts, 75% (Ambito Financiero, 3 January 1990).
3 1In Argentina, there is evidence that during 1979-1985, credit generation was highly endogenous, and
took place within firms (Dammill and Fanelli 1988). However, the depletion of financial assets that the
Erman-II caused, made it highly implausible that this financing alternative could be used in the short
run.
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sector deficits32 would be monetized. Seventh, any future increment in real money
supply would be caused by lower prices, a lower exchange rate and lower wages (so
goes the official reasoning), and not by an increase in the nominal quantity of money.
Prices would go down by a combination of forces: a lower exchange rate (principally),
a recessive environment and an opening economy (by the law of one price). Finally,
hyperinflationary expectations would subside, and eventually give way to a confidence
boost.
In the above argument, several factors were deemed of critical importance by
government officials. First, the significance of foreign asset sales by firms and
individuals. This element would gauge the size of the downward jump in the exchange
rate, the length of time during which the new rate would hold and it's impact on
expectations.
Second, the speed of adjustment in prices. This factor should be measured up
against any loosening of tight monetary conditions. If these conditions were relaxed, it
was understood that the downward slide in prices would halt and the recession would
deepen.
Third, the degree of indexation in the labour market. It was presumed that the
ongoing recession would lower the coefficient of wage adjustment (ratio of wage
increase to previous month inflation), though not it's frequency of adjustment (in the
short run).
Once markets opened, the exchange rate went down to A 1,300 (from A 1,950)
and liability interest rates (rates paid by financial entities) soared between 50% and
100% monthly rates. The informal parity price for Bonex 89 ran at 19%. There was
practically no ceiling for asset interest rates (rates paid to the financial sector).
32In the short run, fiscal deficit financing by way of bond issuing or remunerated reserves, was
unthinkable.
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A struggle for survival developed between banks and firms. The former,
demanding firms to cancel all outstanding credits with a scarce commodity (i.e.,
Australes), whereas firms insisting on premature debt cancelations with Bonex 89 at par
value. The government decided to disregard interest rate computations for pending firm
liabilities during the period 28 December-4 January33 . This factor further accelerated
sales of foreign assets by firms.
After two weeks into January, there was increasing evidence that the Central
Bank was printing money. The causes were various. First, the Central Bank was
purchasing foreign exchange, thus putting a floor to the revaluation of the Austral
under way. Second, the Central Bank was providing rediscounts to financial entities in
distress. Third, it was creating money to cover fiscal expenses (e.g.,the social security
system) 34 and to finance imports made by public enterprises and finally, it was backing
prefinancing export operations given to wheat exporters in October 1989. In fifteen
days, the monetary base had increased from A3,8 billions (European billions, i.e.,
million of million) in 28 December, to A4,6 billion in 15 January. This represented
near 40% of the remunerated reserves outstanding in December 28 (see Table 1).
Consequently, if the professed purpose of the Erman-II plan had been to produce a halt
in price increases by way of a drastic monetary contraction, this objective had been
subverted by the end of January.
On 1 February, the government announced a severe increment in prices for
public utilities (97%, average). Increments included electricity (190%), telephone
(112%), natural gas (104%) and railways (106%). The prices of public utilities were
33Interbank loans (call money market) were cancelled with delay. Interest rates were renegotiated.
34It was paying Ordenes de Pagos Previsionales (OPP) overdue, and not paid yet by the Social Security
System. The system works like this. The financial system is responsable for making social security
payments (made during the first week of the month). During the last week of the month, the Social
Security System gives them the money back. In the meantime, the Central Bank accepts the pensionaries
receipts (OPPs) from banks as a proxy for legal cash requirements. The Central Bank transfers the cost
of resigning free credit (i.e.,less cash requirements) to the Social Security System. Consequently, OPPs
operate in practice as a source of monetary creation, as it reduces the average minimum reserve
requirements.
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low according to historical values (see Table A.14.). They had been deteriorating
steadily since the major adjustments of the BB-I (in July 1989). This late increase may
have been prompted by IMF requirements. Reserves were in a low of U$S 440 million
in February, and the government badly needed the second disbursement (U$S 240
million) of the stand-by agreement signed the previous year.
The purchasing power of wages followed the downswing initiated in November,
when the BB-I initiated it's collapse (see Table A.5.). To the contrary, the real wage
increased in February. We have already pointed out the change in the demand pattern
for future wage increases that begun in the fourth quarter of 1989. But this change in
the union's attitude towards future wage adjustments did not encompass a change in the
wage payment system. All along the hyperinflations of 1989 and the one underway in
1990, the change in the wage payment system was never an issue. White-collar workers
were paid on a monthly basis, and blue-collar workers twice a month. There were some
timid demands by some unions to fix wages in dollar terms, though they never came
through.
The late increase in prices of public services staged the final phase of the
Erman-IP3 5. In a context of high volatility in expectations and deep swings in the
interest rate, the exchange rate took a definite positive trend in the first week of
February. The dollarization process underway, partially halted during January,
followed through.
4.Erman III-V: The Fiscal Squeeze
a.Erman-IIIl
The new plan (and the subsequent ones, Erman-IV and V) did not imply major
reforms on the existing course. It reinforced mainly the fiscal side. The measures were
350n 1 February, a reform of the value added tax was passed by Congress. The new law levied some
goods previously exempted from value added computations. The 13% tax on fruits, vegetables, meats
and dairy products added further fuel on the price trend.
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included in a lengthy decree and applied to public sector suppliers and contractors,
employees, public companies and the tax collection system.
First, payments to public sector contractors and public sector purchases were
suspended for sixty days. Furthermore, indexation clauses in public sector contracts
were interrupted for sixty days and the suspension of subsidies to promoted industries
was extended for another six months. Second, rationalization within the public sector
was addressed in various forms. Personnel with minimum age to retire was obliged to
do so, and those within two years of retirement would stop working, though their
salaries would be paid until retiring. New hirings, job promotions and overtime would
be momentarily suspended, and double employment within the public sector prohibited.
Third, with respect to public companies, a salary cap was imposed for its employees
(90% of the President's salary) and labor contracts would be renegotiated.
Furthermore, public companies would render 5% of their net operating revenue to the
Treasury. Fourth, an increase in the capital tax by 1.5% was imposed, and taxes would
be indexed daily. Finally State Secretariats were eliminated and State Undersecretariats
were reduced in number (from 112 to 32).
On the monetary side, future rediscounting operations by the Central Bank
would be suspended without authorization of the Minister of Economics. Existing
rediscounts were considered overdue and its' cancellation date was established (30
September 1990). Additionally, the Central Bank would be prohibited to print money in
order to finance the public deficit, and official banks would be rationalized. Finally, on
the external side, there was an increment of 5% in export taxes on agricultural and
industrial products.
Some comments about this rationalization plan follow. First, the Secretariats
under the President's jurisdiction were not eliminated. Also, the elimination of
Secretariats did not necessarily imply that the hierarchical personnel would disappear.
Second, no provisions were taken about restructurations in the provincial bureaucracies.
-24-
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1Third, the renegotiating of labor contracts within public companies could be highly
ineffective. In fact, many stipulations were not included in these contracts, but in
separate Labor Acts. Fourth, international financing on part of the public investment
could greatly diminish the impact of the contractor related dispositions. Further, this
proviso added another violation of property rights (besides the one implied by the
Erman-II). On the revenue side, the program concentrated in the extra collection of
taxes by way of increased export duties, the increase in the capital tax rate and the
neutralization of the Olivera-Tanzi effect by daily indexation of taxes. There was no
further adjustment in the prices of public services. The increments made in February
had already been "wiped out" by the 61.6% inflation rate during that month (see
Tables A. 1. and A. 14.).
The announcements made were welcomed, and expectations changed
dramatically. Within days, the run on the exchange rate had stopped. Furthermore,
after the third week of March (see Table A.4.), the CPI index had regained partial
independence from the exchange rate. The economy had "desdollarized". We witness
here a pattern already present in the BB-I and which would repeat in the Erman-V.
Changes in expectations were linked to pronouncements made about public sector
reform and the government's will to undertake it. The demand for stability was high,
and the population linked the hyperinflationary rates with disorder in the public
finances.
The combination of high nominal interest rates in February with lower expected
inflation rates in March prompted credit cancellations by firms. The fragility of the
financial system prevented refinancing of those credits. Hence, firms were forced to
sell foreign exchange reserves, accumulated after the Erman-II. The obliged
cancellation of rediscounts by the banking system had the same effect. The nominal
exchange rate fell by 13% during the second week of March, and the trend would
continue during March (see Table A.4.).
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Interest rate policy became very unpredictable during this period. Monetary
policy had been reduced to buying and selling foreign reserves. Consequently, the
pattern of the Central Bank's intervention in the exchange market became erratic also.
Purchases of foreign exchange expanded the monetary supply and lowered the interest
rates. The Central Bank could accumulate foreign reserves. But there was no clear
knowledge of the indifference relative price between interest rate levels and the
exchange rate, i.e., the minimum interest rate that would prevent excessive pressure on
the exchange market. Furthermore, augmenting the Central Bank's purchases of
reserves had the effect of putting added tension on the goods market. Though
monetization levels were increasing (and indeed they reached a maximum in July, see
Table A.10.), there were no indications of its ceiling. It was unthinkable that the
government could sterilize its deficits by way of new internal debt or by way of
remunerated reserves. The rapid buildup of reserves by the Central Bank in four
months (205.7% from March to July, see Table A.11.) indicates massive purchases
during the first months of the plan. But those purchases were done mainly with
monetary printing. The "domestic transfer problem" was solved essentially by this
channel3 6. Debt financing was impossible in the short run, and the Treasury was
cashing low levels of operative surpluses in order to acquire the needed foreign
reserves.
The Treasury had positive fiscal surpluses during the second and third quarters
of 199037. The main explanation during the BB-I had been increased tax collections.
The basic explanation now consisted in not paying bills. Wage increases were
refrained, wage payments were postponed, public investments were further diminished,
expenses in goods and services were curtailed. On the revenue side, the generalization
of the value added tax and the daily tax indexation helped, though the recession
36The domestic transfer problem refers to the way the balance of trade surplus (in private hands) is
transferred to the public sector in order to service the foreign debt (mainly in public hands).
371n fact, from September 1989 to January 1991 (see Table A.12).
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underway prevented further tax collections. With respect to the rationalization reforms
within the public sector, the progression was slow, and it amounted to undertake it with
totally depleted resources. The sum of efforts required within the public sector for these
matters, was totally disproportionate with its virtual administrative paralysis.
Within public enterprises, there were indications that the adjustment was being
delayed. The major contraction in real wages paid by the Central Administration was
taking place since the second quarter of 1990 (see Table A. 14.). In public companies it
had not begun yet. Various forms were used in public companies to disguise wage
adjustments: increases in overtime, in travel allowances. The so-called Erman-V would
address specifically this situation.
Inflation rates decreased during the second and third quarter of 1990, as
compared to first quarter levels. But it kept going at a two digit level. Prices of goods
and services did not follow the overvaluation of the Austral. Downward inelasticities
precluded this behavior. In the industry, mark-ups over expected costs (not historical
costs) prevented prices to drop. It was expected that sooner or later, the exchange rate
would bounce back from it's current values (see below). Private services were usually
indexed by past inflation rates, and prices of public services were not used as an
antiinflationary device. Furthermore, as a usual practice, prices of goods at the retail
level, became indexed either by devaluation or by the inflation rate, whichever was
greater.
Prices of goods at the factory level became dollarized. Prices of raw materials
were quoted in dollars, though wages were set in Australes. Thus, the share of labor in
the industry's cost structure increased (using the current nominal exchange rate).
Furthermore, two digit monthly interest rates in Australes represented two digit
monthly rates in dollar terms, increasing the financial burden in firms, already depleted
of working capital. Finally, cost of public services were also Australized, which
implied an increasing weight in a dollarized industrial cost structure. The fact that
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prices remained quoted in dollar terms was indicative that firms were taking
precautionary measures against sudden outbursts in the exchange rate. Mark-up
determination of prices gave rise to inflation in dollar terms, at the industry level3 8. We
have no evidence whether firms upwardly adjusted their mark-up rates or whether they
used expected costs over an unchanged constant mark-up. The fall in the real exchange
rate underway lead us to think that the first explanation was actually occurring.
Needless to say, the final outcome of both possibilities on price lists was equivalent.
The combination of inertial inflation 39 and falling levels of nominal exchange
rates depressed the real exchange rate further. The Central Bank put minimum prices
for its daily acquisitions of US dollars in order to increase the nominal rate. But when
the Central Bank suspended its daily operations, the exchange rate fell again. Public
pronouncements about a devalued US dollar did not help for that matter.
A conjugation of factors were interplaying in this overvalued Austral. First, the
magnitude of the trade balance (see Table A. 15.), which was lower only by 22% in the
total for the first two quarters as compared to the full year 1989. Two elements were
combined in these result. Reduced volumes of imports due to low activity levels. In
Argentina, around 60% of imports are industry related. Thus, recessionary volumes of
activity depress import levels. Further, exports are price inelastic in the short run and
industrial exports are anticyclical. Consequently, export activity (in the industry level)
developed as a way of compensating for reduced levels of internal demand. Further,
preexisting contracts prevented firms from cancelling exports even at the prevailing low
real exchange rate. Second, the shift in portfolios made during January-February
towards foreign currencies, deprived the exchange market of a genuine source of
demand. Finally, the high cost of local credit financing (in dollar terms) induced some
3 80n evidence of mark-up determination of prices in the industrial sector during 1966-81, see Frenkel
1982.
39By the second quarter of 1990 the economy had entered a "high inflation regime" (Frenkel 1989),
characterized by a system of indexed contracts, high elasticity of inflation to shocks and volatility in
relative prices.
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firms to look for foreign backing. Furthermore, the public sector could not absorb the
excess supply of foreign exchange with its monthly fiscal surplus levels.
In the private sector, real wages and purchasing power of wages increased after
March but stabilized henceforth (see Table A.5). Firms adapted to this increase in
various forms. Either they augmented the percentage of suspensions, or they anticipated
vacations, reduced overtime or cancelled temporary positions. Layoffs were expensive
and averted if possible. The collective bargaining mechanism made firms loose control
over their labor costs and converted labor in a semifix factor (due to high layoff
compensations).
We have already mentioned that the Erman-II plan essentially "externalized" all
the internal debt 4 . On July, the Central Bank was authorized to intervene in the
financial market by way of short term swap operations41 . This mechanism was
analogous to short-term open market operations and permitted the Central Bank to do
some active monetary policy. Incidentally, it enabled the quasi-fiscal deficit to
reappear.
In August the exchange rate "jumped" (13.1% in a month) and the CPI
variation increased from 10.8% in July to 15.3% in August (see Tables A.2 and A.7.).
The reasons were various. On the monetary side, excess liquidity in the first fortnight
and acute monetary shortage in the second and gross miscalculations in the degree of
monetization42 . This fact promoted spiralling between interest rates and the exchange
40Part of the exchange of Bonex 89 for "indisposables" and compulsory reserves was finally done with
two new Austral-denominated financial instruments, the Bono de Consolidaci6n Econ6mica (BOCE) and
the Bono de Inversi6n y Crecimiento (BIC). The combined value of both bonds in April was estimated
in U$S 300 million (FIEL, Indicadores de Coyuntura, April 1990).
410n 30 June an addendum to the Erman-III plan was announced. The press named it the Erman-IV plan.
It included a 3 % reduction in minimum reserve requirements for deposit accounts (see Table A. 1.).
4 2The run on the US dollar actually began in July. During the preceding months the financial cycle had
followed this pattern: monetary looseness during the first two weeks, tightness during the third week
(because of value added payments) and loose money in the fourth week. In July, this pattern worked the
opposite. Commercial banks borrowed money during the second week and the Central Bank purchased
foreign exchange during the following week. Consequently, during the third week interest rates went to
a low and the US dollar soared.
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rate. On the expectational side, there was some sense that the government was loosing
the initiative. Furthermore, recession was high, decreed adjustments in the public
sector were not followed, and there were public controversies about the policy to
pursue with respect to the exchange rate and the persistent inflation. Once again, a
deepening of the Erman-III was in the workings.
b.Erman-V43
On the fiscal side, the Erman-V redoubled some of the dispositions already
included in the Erman-III and provided further controls on public companies. First,
there was a 30% increase in prices of public services. The price of gasoline and of
crude oil were also raised. Second, the decree consolidated debts to contractors and
pensioners in a ten-year bond. Third, the new provisions would renegotiate all labor
contracts in the public sector (including suppression of indexation clauses)44 and would
eliminate all temporary contracted personnel by 31 December 1990 (near 80,000
employees).
Public companies were addressed in various forms. First, the Ministry of
Economics would centralize the economic and financial management of all public
companies. Their legal departments would be privatized, their bank accounts would be
centralized with other governmental bank accounts, and their salary scale would be
levelled with the wage level of the Central Administration. Second, public companies
would be coerced to pay taxes. Otherwise, the Ministry of Economics would lay an
embargo on their banking current accounts. The decree added some control on
provincial governments bureaucracies by demanding reform in their public sectors in
exchange of federal funds regularly transferred to provinces.
43See footnote 6.
44In public companies, there existed a provision that automatically adjusted 25 % of nominal wages by the
inflation rate.
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On the monetary side, a more active monetary policy was proposed. The
Central Bank would acquire foreign reserves only with fiscal surplus, and a 5%
monthly increase in the monetary base was targeted for September-October.
Furthermore, all Central Bank rediscounts would be cancelled, and the Ordenes de
Pago Previsionales (explained above) would be excluded from banking minimum
reserve requirements. Financial institutions with "red" monetary balances would be
barred from banking clearing mechanisms. Finally, the decree provided guidelines of
wage adjustment for the period August-October (5%, 4%, and 3%).
The official intention was to lower inflation rates by way of a highly contractive
monetary policy. Real interest rates would be high, even if that meant deepening the
fall in the real exchange rate and in activity levels. Furthermore, a possible feedback on
inflation via increased working capital costs ("Cavallo-Patman effect", see Taylor
1990) was discarded. The intended reduction in the inflation rate (to a one-digit level)
would drag down nominal interest rates, though real interest rates would be kept high.
The trend observed in nominal and real interest rates during September-October
confirms this fact. Real active interest rates for September-October averaged 8.6% (up
from the July-August level of -3.6%), and nominal interest rates started a downturn in
September, only interrupted in January 1991 (see Table A.8.). The exchange rate
followed the same pattern. From the closing rate on 29 August of A 6,495 (two days
before the Erman-V was announced), it initiated a steady descent to conclude in
December with an average price of A5,130, that is 2.4% over values prevailing in
May (see Table A.7.). At the same time, prices during those eight months had
accumulated a 129% increase (see Table A.2.).
On May unemployment had reached a high of 8.8% over the preceding
decade45 . In October, unemployment rates had reduced to 6.0%. Some expansion in
industrial production was taking place. Consumption in the third quarter had increased
45 Banco Central de la Repdblica Argentina, Indicadores Econ6micos, January-February 1991.
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by 6.7% over the second quarter figures, though investment had gone down by 47.8%,
principally by a reduction in stocks (see Table A.17.) 46. The stability in real wages
(and in purchasing power of wages) during May-October (see Table A.5.) may have
contributed to this expansion in sales. In the industry level, more sales did not mean
necessarily more employment, because of high layoff expenses. Consequently, firms
coped with this increased demand by way of reducing inventories (built-up during the
second quarter), reducing suspensions and raising overtime.
The monetary target could not be sustained. In October and November, the
Central Bank assisted provincial banks in deep financial distress. This fact plus their
demand of credit kept interest rates from falling further 47.
During the last weeks of December and January, the political front turned
unstable, and a run on the US dollar took place. From a value of A5,010 on 14
December, it reached the price of A6,400 (27.7% devaluation) one month later. First,
there was the presidential pardon on human rights violators, and second, the
accusations of corruption made on government officials, which were relatives of the
president. The economic front was also in turmoil. The December monetary base
expansion to finance provincial banks and the social security system was further
aggravated by the government's decision of excluding the biggest provincial bank from
the clearing mechanism48 if it did not settle it's account with the Central Bank. This
led to the resignation of part of the Executive's cabinet during the second week of
January, and eventually to the appointment of a new economic team by the end of that
month.
46This fall in investment levels was not new, though (see Table A.17.). In Argentina, public and private
investment are complementary, and governments have curtailed public investment to reduce public
deficits (see Fanelli 1989).
47Demand for Australes by provincial banks was increasing either to close the financial gap of their
corresponding provinces or to balance the disequilibrium between term deposit liabilities and assets of
difficult collection. Consequently, the "crowding out" of all available credit by the public sector
continued on a provincial level.
48The Banco de la Provincia de Buenos Aires was the first bank in Argentina, according to it's volume of
deposits.
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c.Cavallo-I and II
Let us sketch in this section both the Cavallo-I and Cavallo-II plans. The
Cavallo-I program was announced on 3 February. The program stressed the course
previously adopted, though with an emphasis on two aspects: increasing tax collections
(and reducing tax evasion), and accelerating the opening up of the economy.
On the fiscal side, it included a new tax package (see Table A.1.). The tax
reform intended to unlink tax collections from the level of economic activity, by
depending less on the value added tax and more on the tax on assets. Furthermore, the
package attempted to increase the participation of the "informal" economy in the tax
collection system, by levying those sectors outside the value added circuit. Finally,
publication of tax payments made company by company would be used as a way of
reducing tax evasion.
On the external side, specific import taxes and non-tariff barriers were
eliminated. Additionally, the program maintained the flexible exchange rate system,
although it added lower and upper price bands within which the Central Bank would
not intervene in the foreign exchange market.
The opening lower and upper bands of A8,000 and A 10,000, were
subsequently altered (the upper band to A9,750). Finally, an active crawling peg
mechanism on the lower band was announced, until both bands were equal. On 20
March, the new rules (i.e., the Cavallo-II) were announced.
While the BB and Erman plans can be considered as programs intended to avoid
hyperinflation and reduce monthly inflation rates, the Cavallo-II plan can be regarded
as an overall attempt to stop inflation, i.e., to reduce it to zero. The main provisions of
the plan were already stated in the Introduction. We will make here some preliminary
comments on it's basic dispositions and rationale.
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The program is built around three grounds. First, the convertibility rule;
second, the deindexation mechanism; and third, the import liberalization strategy. The
convertibility rule per se does not prevent future monetization of fiscal deficits. The
reason is that the Convertibility Law included Bonex in the stock of foreign reserves,
and did not specify limits on their share in the overall stock of reserves49.
Consequently, any monetization of fiscal imbalances can be compensated by way of
new issues of Bonex. Even when the new monetary creation would be legally backed,
the "Bonex inclusion" can disguise any future money emission made to cover fiscal
imbalances. Within this scheme, the exchange rate is fixed by law, and can only be
changed by law. Thus, by this proviso, economic agents can reduce the implicit risks of
having an Australized portfolio before a devaluation occurs. Finally, the new law has
evened the legal status of the US dollar vis a vis the Austral. Thus, the existing
obligation to cancel all dollar denominated liabilities with Australes, disappeared. This
last statement is a plain recognition of the dollarization process that de facto existed.
The deindexation mechanism consists of a mixture of heterogeneous measures.
All indexation clauses in service contracts were suppressed, and new values for these
services would be subject to discounts on their pre-plan historical prices50 . At the most,
prices of services could be adjusted 12% from the dollar-value that these services had
in May 1990, and frozen for a year.
Prices for goods were left non-regulated. Hence, they were not covered by the
above mechanism. However, the government has carried out negotiations with the
goods sectors in order to induce them to stop price increases. A typical "persuasive"
strategy has taken the form of trading tax reductions and exemptions with price freezes
49The Convertibility Law establishes that all the monetary base will need to be backed by al least 100% in
foreign currencies, gold, and dollar-denominated foreign and national long-term public bonds.
Furthermore, these bonds would have to be valued at market prices.
50 Services included housing rents, private education, prepaid medical services, and legal fees.
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for a certain limited time51 . Other strategy has been to publicly denounce all companies
(usually big conglomerates) which have increased prices above "reasonable" levels52 .
In these cases, the government has forced them to anticipate cancellations of long term
credits undertaken with national banks, if firms did not reverse their price increases. If
some of the above mechanisms failed, the government have threaten these firms with a
reduction in their tariff levels to zero. Summing up, prices of services have been
deindexed, and prices of goods have been pressed by a host of informal measures
and/or by the law of one price. The rationale here has been to induce a desinflation in
dollar prices, while replicating the relative price structure prevalent during the second
quarter of 1990
The tariff structure was simplified and divided into three categories: 22% for
finished industrial goods, 11% for intermediates and 0% for raw materials. The criteria
used by government officials has been to give comparatively higher protection to higher
value-added sectors. Some sectors (for example, electronic products and the automotive
sector) benefited from extra protection via the "derechos especificos", or non ad-
valorem duties. In some cases, these "extras" amounted to between 100 and 150 % of
their tariff levels. The new plan totally suppressed these import duties, though in some
cases they were replaced partially by internal taxes. Finally, all import prohibitions
were suppressed, though some import quotas were left (automotive sector).
On the financial side, the Central Bank would no longer interfere in the
workings of the financial market. Previous to 1 April, the Central Bank regulated
interest rates by supplying and demanding short-term credit. This practice would be
51With the automotive sector, government officials exchanged a 33 % reduction in automotive prices (plus
a one year freeze), with a 4 % tax reduction in internal taxes and a 5.2% tax reduction in a specific fund
tax. The unions within this sector agreed not to demand wage increases above 15% during a certain
period. In the house appliances sector, price reductions averaged between 28% and 35 % and prices were
supposed to remain unchanged until February 1992. In this case, the internal taxes were reduced by
15%.
5 2 This happened with the two largest dairy-products producing firms. After the Minister publicly
denounce them on national TV for "unreasonable" price hikes, they lowered their prices to pre-plan
levels.
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abandoned. Furthermore, the Central Bank lowered the minimum reserve requirements
for checking accounts, saving accounts and CDs, in an attempt to decrease the cost of
credit to the industrial and household sectors. It also permitted dollar-denominated long
term loans, if these were employed in durable goods (household repairs and purchases,
cars, etc). The overall expectation of economic officials here, has been the rapid
convergence of nominal interest rates to international levels.
On the fiscal side, the program included some readjustments in prices of public
services. The criteria used by government officials has been to lower the incidence of
oil, gas, electricity and water expenses in the industrial cost structure, while transfering
the bulk of the increases to households. While the price of gas for industrial use
decreased 15%, it was increased 10% for familiar use. Electricity rates were reduced
between 10 and 15% for electricity-intensive industries, while they jumped 5% for
household use. Railway, water and mail service costs rose 25% and the costs of gasoil
and fuel oil were reduced between 5 and 6%. The last two inputs weigh heavily in the
cost structure of the agricultural sector.
The program's rationale (as viewed by officials), is to cut drastically the fiscal
deficit via reduced fiscal expenses and increased revenues. Expenses will diminish
because of tight fiscal restraint (this is not new). Revenues will increase because of the
new tax package, because of output expansion and because of reduced inflation levels
(Olivera-Tanzi effect). The produce of the privatization of public companies can also be
added to these extra revenues. Second, output will increase because real wages will be
higher (due to reduced inflation rates) and because credit conditions will be loosened.
The latter can be possible by the stability of the exchange rate (guaranteed by law) plus
the new legal status of the US dollar. Third, interest rates will converge to international
levels, and inflation will be under control via the law of one price, via heterodox
mechanisms or via deindexatory instruments. Consequently, any excess demand for
goods will mainly increase output and not the price level. In addition, low inflation
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rates (or even desinflation) will avoid any real exchange rate appreciation. The plan
crucially depends on a complete and rapid elimination of the fiscal deficit and a quick
end to price increases.
5.Conclusions
In a study of eleven hyperinflations53 , Llach (1990) draws some common
features among their stabilization attempts: First, the governments had special powers.
Second, the foreign debt was condoned or refinanced (explicitly or implicitly). Third,
the foreign commercial credit was rapidly reestablished. Fourth, the fiscal deficit was
reduced (although with different velocities among cases), and fifth, the stabilizations
programs validated the wealth and income redistributions resulting from the
hyperinflationary experiences. Other characteristics frequently observed were: First, the
hyperinflationary government was not the one that hyperstabilized and second, the
exchange rate was fixed and controlled. Finally, in five cases, although the
hyperinflation was controlled, "high" inflationary rates persisted over time.
The Argentine experience is a case in point. The stabilization plan has gone
through four phases: First, an heterodox stage with fiscal restraint, a fix exchange rate
and price controls. Second, an orthodox shock with flexible rates, monetary constraint
and no price controls. The third stage embodied the second phase and added fiscal
restriction. Finally, the fourth phase has combined a dollar standard with a
deindexation mechanism, and a strong import liberalization strategy.
During the first stage (BB-I and BB-II), a price-exchange rate freeze was
imposed. As Arida and Lara-Resende have said (1985, p.31),
Under severe inflation relative prices are very volatile. A photograph of the economy at
any point in time would show disequilibrium relative prices. It is only through time that
relative prices achieve fragile equilibrium...If the announced freeze were too short, it
would fail to suppress the inflation drive inherited from the past; if too long, the
53Includes the April-May 1989 Argentine hyperinflation, but excludes the December 1989 and February
1990 experiences.
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inconsistency of relative prices as well as any shocks to supply and demand would have
to be absorbed by rationing.
But this was not a complete freeze. The readjustment of prices that took place,
once the initial announcements were made, decreased the real exchange rate and the
prices of public services, but allowed a second round accommodation in wages.
Furthermore, the fact that nominal wages were not frozen, permitted further increases
in its relative price. Within the industrial sector, the adjustment to this situation came
"quantity-wise": increase in suspensions, advanced vacations, reduction in overtime,
suspension of temporary jobs and eventually layoffs.
Phases two and three surfaced economic responses within the economic system,
not expected by government officials. First, the revaluation of the Austral did not drag
prices down. Second, the price response of imports and exports was negligible in the
short run54. Third, the wage adjustment mechanism was inelastic to activity levels, and
fourth, the prices of services (private and public) resisted price controls. Furthermore,
the law of one price did not apply. The attempt to control prices by means of drastic
tariff reductions (as done temporarily during January 1990) proved useless in lowering
inflation levels.
In addition to not reducing inflation levels, the persistent decrease in the real
exchange rate during 1990 did not reverse the expected results of a real devaluation,
when the exchange rate is fixed. There was no negative correlation between real wages
and the real exchange rate. One possible explanation lies in the absence of anchors in a
free variables environment, that made determination of prices more sensible to expected
costs (not current costs), thus depressing real wages further. The fall in real wages
prevented an increase in activity levels. A positive correlation between real wages and
activity levels in an "stagnationist economy" (Taylor 1988 and 1990) is a stylized fact
in the Argentine economy.
54The balance of trade was sensible only to activity levels in the short run.
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Other expected results of the real revaluation of the Austral held (Fanelli
Frenkel and Winograd 1987). First, the "strong" Austral weakened the financial
position of agents holding foreign assets, and second, it reduced the fiscal gap because
of a lower share in the dollar-denominated debt (internal and external)55 .
The real revaluation of the Austral gave rise to other phenomena. First, negative
real interest rates in Austral terms but always positive in dollar terms. Second, a
dwindling purchasing power of wages with increasing real wages in dollar terms, and
third, increasing inflation in dollar terms. This set of relative prices was not established
by legislative fiat, and the economy by itself was unable to revert it.
The fourth phase encompasses the convertibility program. This regime is now
three months old. During this period, both the monthly inflation rates and interest rates
have decreased to a one-digit level. But both economic indicators have remained above
international levels. The monthly increase of the CPI during April 1991-May 1991 has
averaged 4.1%. Consequently, a real and persistent (although slow) revaluation in the
Austral has started. At the same time, the "paritarias" in the private sector have
continued with their wage indexation practices. This has brought about an increase in
real wages (in dollar terms), and a higher share of nominal wages in the industrial cost
structure. In this respect, the Cavallo-II plan has been unable to cope with the rigidities
existing in the labor market. Even when a flexibilization of this market has been called
for in a reform already sent to Congress, the government has met a strong resistance
for it's approval (even within it's own Party).
A common theme among all four phases has been the government's
proclamation to undertake the structural reforms within the economy. During this
period, economic agents have not viewed this official proclamation uniformly, though.
The population's attitude towards the government's resolve to undertake the structural
reforms have fluctuated during this period. Undoubtedly, after the BB-I, Erman-III,
55Though partially compensated with lower tax collection from export and import taxes.
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Erman-V and Cavallo-II plans this attitude was "optimistic" (even "euphoric", after
the BB-I). The fall in the inflation rates and the increase in the monetization levels after
these four plans were announced, suggests that a change in expectations ocurred.
Nevertheless, as explained above (Section [2.a.]), this factor alone did not suffice to
make the stabilization attempt successful. Only in the case of the BB-I plan, did this
change in expectations ocurr before the plan was announced (Dammill and Frenkel
1990b). One possible interpretation of this fact is that the "explosiveness" of the
economic situation made individuals rationally anticipate that the new government
would cope with the instability (Sargent 1982). This reasoning assumes that a chaotic
economic situation increases the incentives to stabilization. However, even if the new
government had strong incentives to stabilize, it is unclear whether economic agents
perceived that the new administration knew how to cope with hyperinflation. The late
July 1989 inflation outburst suggests that expectations were highly sensitive even after
the BB-I plan was announced, and that it was unclear whether inflation would
eventually recede. In fact, the July 1989 remarking process built the needed cushions to
undergo price controls with persistent inflation.
In the case of the Erman-III and Erman-V, economic agents viewed that the new
administration was taking the "necessary" steps to curtail the fiscal imbalances. In the
case of the Cavallo-II, the situation was different. Economic agents now perceived that
the administration had not taken enough provisions to cope with the structural
disorders. Consequently, a legally binding constraint would provide the needed
guarantees to assure this to happen. In fact, this legal constraint substituted the
deteriorated credibility in the government's political determination: the government had
to resort to Congress in the convertibility experiment, in order to compensate for it's
political failure.
After undergoing this long series of stabilization plans during a short period of
time, expectations in Argentina have remained very volatile. The recent
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hyperinflationary experiences have created a generalized skepticism about the
government's ability to stop inflation. Furthermore, this fact has substracted political
support to the structural reforms underway.
The fiscal situation has improved during this period, as compared with previous
years (see Table A.12.). The cumulative Treasury's operating surplus for 1990 has
been U$S 1,512 millions, 232.3% higher than in 1989 (see footnote [13]). However,
this surplus has turned negative once interests have been paid (U$S -276 million in
1990). On the revenue side, the government has resorted to export taxes, increased
collections from the value added tax, one-time taxes, and increase in the price of public
services. On the expenditure side, the Treasury has resorted to compulsory financing
(short and long term): postponement of payments of wage increases, compulsory
reprogramming of the internal public debt, mandatory long-term refinancing of debts to
contractors, to suppliers, and to pensioners. At the same time, public wages have been
kept at the lowest values of the period 1985-1991 (see Table A.14.). Furthermore, in
April 1988, Argentina suspended servicing it's foreign debt, and only in June 1990 it
reinitiated monthly payments of U$S 40 million on account of accrued interests. In this
respect, the public sector finances continues to be fragile. The Treasury has continued
tranferring funds to provinces, to the social security system, and to public companies.
On the other hand, the produce from privatizations (e.g., of the ex-public telephone
and airline companies, of oil wells, of defense related enterprises) have grossed the
stock of foreign reserves needed to service dollar-denominated debts (Bonex, IMF,
Paris Club).
Although we have not stressed it enough, the external and fiscal disequilibriums
created by the high foreign indebtedness was forever present in the permanent fiscal
imbalances incurred by the public sector. First, as a source of internal indebtedness
through short term public bonds and remunerated reserves and, second (after the
Erman-II), as a constant strain on the Treasury through interest payments.
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Table A.1.
Economic Plans during Menem's Administration (July 1989-March 1991).
BB-I (9 July 1989)
Fiscal Creation of a once and for all special tax (4%) on all government
paper.
Creation of a once and for all tax (4%) on external assets held by
nationals.
Increase of prices of public utilities by 500% (average).
Suspension of new hirings in the public sector for six months.
Suspension of tax deferrals, exemptions and subsidies to promoted
industries.
Pooling of the proceeds of various public sector "Special Funds".
This unified fund will be made available temporarily to the Treasury.
Provision of financial resources to the social security system by the
Treasury. The Central Bank will not create money for this purpose.
Revision of all existing subsidies.
Simplification of the tax system and generalization of the value added
tax to transactions previously exempted. This tax (and the social
security contributions) will be collected by the banking system.
Elimination of redundant public agencies and enterprises.
Privatization of all goods and services currently produced by the
government or by public enterprises, except when national security or
defense issues are involved.
Payments to oil and natural gas producing provinces by the
government will be set at 12% of domestic prices.
Monetary Determination of interest rates by market forces.
Substitution of the Central Bank guarantee on bank deposits by an
insurance system.
Reprogramming of most of the internal public debt.
Gradual reduction of reserve requirements on bank remunerated
reserves in order to eliminate the Central Bank's quasi-fiscal deficit.
Reform of the Central Bank's Charter, converting it in an autonomous
entity.
External Establishment of a fixed exchange rate system (1U$S=A650) with
exchange control.
Maintenance of export taxes with gradual reductions over time.
Decrease of import taxes by 5%.
Resuming of external payments by the Central Bank.
Continued on next page
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BB-I (continued)
External Liberalization of the foreign currency-denominated deposits and loans
system.
Initiation of talks with IMF, BIRF and IDB in order to restore external
flows and to renegotiate debt with commercial banks.
Exemption of government approval for investments that are of general
interest, that will increase productivity, that will develop exports
and/or create employments.
Establishment of equality between national and foreign investments.
Income Establishment of an A 8,000 emergency assistance bonus to be
received by every worker before 15 July.
Establishment of an advance payment to every worker, on account of
July's salary (up to a maximum of A 30,000).
Continuation of collective bargaining mechanisms for the
establishment of future wage readjustements. The goverment will
provide guidelines for future wage adjustments.
Rollback of prices of goods to their 3 July 1989 level (later changed,
see text).
BB-II (10 December 1989)
Fiscal Increase in prices of public utilities by 60% (average).
Monetary Two-year rescheduling of payments on principal of the Treasury's
internal debt.
External Establishment of a dual exchange rate system (official and free).
Establishment of the official exchange rate at U$S 1= A 1,000.
Increase in export taxes by 11 %.
Decrease in import taxes by 10%.
Income Increase in wages by a fixed amount (A24,000 for public enterprise
and private sector employees; A30,000 for central government
employees).
Partial adjustment in prices of goods (due to higher costs).
Erman-I (18 December 1989)
Fiscal None.
Monetary None.
Continued on next page
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Table A.1.--Continued
Erman-I (continued)
External Establishment of a flexible exchange rate system.
Elimination of exchange controls.
Decrease in export taxes to BB-I levels.
Income Elimination of price controls.
Increase in wages by a fixed amount (A20,000 for public sector and
private sector employees).
Erman-Hi (1 January 1990)
Fiscal Suspension of public tenders for four months. Contracts already
tendered will not be assigned.
Payment of custom rents in US dollars. The produce will back the
service of Bonex 89 bonds.
Maintenance of the 1990 budget at the 1989 level.
Sale of assets pertaining to bankrupt financial entities, and temporarily
under the Central Bank's custody.
Monetary Exchange of term deposits for A 1,000,000 and Bonex 89 bonds.
Interests accrued on these deposits from 28 December 1989 to 4
January 1990 will not be computed.
Suspension of acceptance and renewal of future term deposits by
banks.
Exchange of bank remunerated reserves and all public internal debt for
Bonex 89 bonds.
External Maintenance of the flexible exchange rate system.
Continuation of the economy's liberalization process.
Income Increase in public sector wages by a fixed amount, on account of
January's wage increase.
Valuation of firms' Bonex 89 stock in balance sheets at face value (for
two years).
Erman-III (4 March 1990)
Fiscal Suspension of payments to public sector contractors (for sixty days)
Suspension of public sector purchases (for sixty days).
Suspension of indexation clauses in public sector contracts (for sixty
days).
Continued on next page
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Erman-III (continued)
Fiscal
Monetary
Continued on next page
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Elimination of State Secretariats, and reduction in the number of State
Undersecretariats (from 112 to 32).
Rendering of 5% of public enterprise net operating revenues to the
Treasury.
Extension of the suspension period to promoted industries.
Prohibition of double employment in the public sector (employees
must file a statement).
Suspension of new hirings, job promotions and overtime in the public
sector.
Compulsory retirement of public employees with minimum age to
retire. Public employees within two years of retiring, will stop
working and their salaries will be paid until retirement age.
Establishment of a salary cap for public enterprise employees (90% of
President's salary).
Renegotiation of public enterprise labor contracts.
Increase in capital taxes by 1.5%.
Daily indexation of tax payments.
Indexation of liabilities, due to unpaid officially guaranteed debts. The
Treasury will charge interest rates on these debts and recover all
administrative expenses.
Prohibition of money printing (by the Central Bank) to finance public
sector deficits.
Prohibition of future Central Bank rediscounting operations, unless
authorized by the Minister of Economics.
Cancellation of all existing rediscounts to banks and financial entities
by 30 September 1990. These rediscounts will be considered overdue.
Restructuration of national banks:
a)Banco Hipotecario Nacional (a mortgage bank) will stop
operations at retail level;
b)Banco Nacional de Desarrollo (a development bank) will be
scaled down and will maximize it's loan collections;
c)Caja Nacional de Ahorro y Seguro, (a savings and insurance
bank), will be scaled down and transformed into an urban and
development bank.
,
Table A.1-Continued
Erman-III (continued)
External Increase in agricultural and industrial export taxes by 5%.
Suspension of exports drawbacks.
Income Establishment of a public sector minimum wage for April (A450,000).
Erman-IV (30 June 1990)
Fiscal Reformulation of public companies budgets on a Zero-Base budgeting
system.
Proposition to prolong the Economic Emergency Law.
Proposition to speed up Congressional approval of the generalization
of the valued added tax.
Monetary Reduction of minimum reserve requirements on checking accounts by
3%.
Establishment of a swap market with zero minimum reserve
requirements.
External Reduction on specific import taxes for various products.
Reduction in export taxes by 5% for regional non traditional products.
Income None.
Erman-V (31 August 1990)
Fiscal Increase in the prices of public utilities by 30% (average) and frozen
until the end of the year.
Increase in the price of gasoline and gasoil.
Consolidation in a ten year bond of public sector debts to contractors,
pensioners and others.
Implementation of a "reference price" system to monitor public sector
purchases. An international firm will do the chore.
Renegotiation of new labor contracts for the public sector.
Suppression of indexation clauses from public sector labor contracts.
Elimination by 31 December 1990 of all temporary contracted
personnel (near 80,000 public employees).
Centralization in the Ministry of Economics of the economic and
financial management of all public enterprises (including those under
the Ministry of Defense supervision).
Continued on next page
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Table A.1.--Continued
Erman-V (continued)
Fiscal Reformulation of public enterprise budgets on a cash basis.
Privatization of public enterprise (and official banks) legal
departments.
Centralization of the public sector bank accounts (government,
agencies and public enterprises), in a single account.
Levelling of public enterprise wage increases with those established
for the National Public Administration.
Obligation of public enterprises (and other agencies) to pay taxes
within ten days of the due date. Otherwise, the Ministry of Economics
will lay an embargo on their banking current accounts.
Embargability of federal funds regularly transferred to provincial
governments, if these do not reform their bureaucracies.
Monetary Restriction on the Central Bank's purchases of foreign currencies to
the amount of the fiscal surplus.
Increase in the monetary base for the period September-October by
5% per month.
Exclusion of the Ordenes de Pago Previsionales (explained in the text)
from bank minimum reserve requirements (from 1 November 1990).
Denial of access to bank clearing mechanisms to banks with "red"
monetary balances.
Cancellation of all Central Bank rediscounts.
External None.
Income Increase in public sector wages for the quarter August-October
announced (5%, 4% and 2-3%).
Cavallo-I (3 February 1991)
Fiscal Increase in the fix unitary tax on gasoline by 25%, and indexation of
this amount by 7%.
Increase in prices of some public utilities (postal service, railways and
public sewage) by 25%.
Increase in the value added tax by 0.4%.
Increase in the tax on bank debits by 0.9%.
Increase in the tax on assets by 1% (general) and by 2% (service
sectors).
Continued on next page
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Cavallo-I (continued)
Fiscal Increase in tax on foreign currency exchanges by 11.8%.
Imposition of a new tax on real estate exchanges.
Establishment of a "forgiveness plan" for taxpayers with no current
tax liabilities.
Monetary Non-intervention of the Central Bank in the exchange rate market as
long as the exchange rate is within the price bands.
Public tender of national bank portfolios of loans to highly indebted
debtors.
Suspension of new credits to big enterprises by national banks.
Restructuration of national banks:
a)Banco Nacional de Desarrollo will be transformed in an investment
and export financing bank;
b)Caja Nacional de Ahorro y Seguro, will be privatized.
External Maintenance of a flexible exchange rate system within bounds (lower
bound, 1U$S=A9,000; upper bound, 1U$S=A 10,000).
Elimination of specific import taxes, and substitution for ad-valorem
import duties.
Income Increase in public sector wages by A 250,000.
Increase in private sector wages by A 250,000 on account of
February's salary.
Increase in retirement pensions by A 200,000.
Establishment of a system of "prizes and punishments" with the
private sector.
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Table A.2.
Inflation Rates (monthly rates, in %)
Period Consumer Prices Wholesale Prices
1985a 14.1 13.6
1986 5.1 3.9
1987 8.8 9.0
1988 14.1 14.9
1989 38.6 39.6
January 8.9 6.9
February 9.6 8.4
March 17.0 18.9
April 33.4 58.0
May 78.5 104.5
June 114.5 133.5
July 196.6 209.1
August 37.9 8.5
September 9.4 2.5
October 5.6 1.5
November 6.5 1.8
December 40.1 48.6
1990 24.9 20.1
January 79.2 61.7
February 61.6 87.7
March 95.5 71.3
April 11.4 7.4
May 13.6 7.9
June 13.9 8.3
July 10.8 3.9
August 15.3 17.2
September 15.7 9.1
October 7.7 2.4
November 6.2 1.3
December 4.7 -0.1
1991b 14.9 15.1
January 7.7 10.1
February 27.0 37.9
March 11.0 0.4
SOURCE: Instituto Nacional de Estadistica y Censos.
a Average of monthly rates.
b Average of first three months.
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Table A.3.
Relative Price Index of Goods and Services included in the Consumer Price Index
(1988= 100)
Period Goodsa Servicesd
Foodstuffsb Industriale Total
1985 90.9 107.5 98.6 102.8
1986 96.7 97.7 97.2 105.6
1987 97.6 94.7 96.2 107.4
1988 98.5 101.2 99.7 100.5
1989 100.6 115.5 107.5 85.2
January 103.0 101.2 102.0 96.1
February 103.1 101.0 101.8 96.4
March 102.8 101.9 102.5 95.0
April 103.0 110.0 106.7 86.8
May 105.9 122.1 113.8 72.9
June 114.4 125.8 119.6 61.3
July 109.2 123.4 115.4 69.6
August 93.7 126.0 108.9 82.5
September 92.0 122.6 106.2 87.7
October 92.4 119.6 105.2 89.7
November 93.0 116.5 103.6 93.0
December 94.9 116.6 104.5 91.1
1990 86.3 104.9 94.9 110.0
January 97.1 118.9 106.8 86.7
February 95.9 117.5 105.4 89.4
March 94.2 119.6 106.1 87.9
April 84.7 111.8 97.7 104.5
May 85.4 103.8 94.3 111.2
June 85.8 101.3 93.1 113.6
July 84.3 100.1 91.6 116.6
August 84.0 98.5 91.1 117.5
September 82.2 98.4 89.9 119.9
October 81.7 97.0 88.8 122.0
November 80.9 96.3 87.6 124.4
December 79.7 95.7 86.6 126.5
1991
January 77.1 96.7 85.8 128.0
SOURCEs: Banco Central de la Reptiblica Argentina and Instituto Nacional de Estadistica y Censos.
a Represented 66.36% of goods included in the Consumer Price Index, in 1988.
b Does not include foodstuffs consumed outside the home.
C Does not include foodstuffs.
d Represented 33.64% of items included in the Consumer Price Index, in 1988.
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Table A.4.
Weekly variations of CPI and exchange rates. Monthly averages of interest rates.
Period CPIa Exchange Rateb Interest Rates
(weekly variations, in %) (monthly rates, %)c
November 1989
Week 1 1.3 0.7 9.3
Week 2 1.5 11.2 11.7
Week 3 1.1 13.7 7.9
Week 4 2.6 5.1 8.5
December 1989
Week 1 1.9 1.5 21.7
Week 2 26.9 23.0 14.6
Week 3 20.2 19.3 43.3
Week 4 24.2 10.1 91.7
January 1990
Week 1 23.3 -4.6 133.3
Week 2 4.5 1.0 77.6
Week 3 1.1 14.7 28.9
Week 4 0.9 4.0 18.0
February 1990
Week 1 15.2 14.1 35.1
Week 2 18.7 40.5 68.3
Week 3 29.1 28.1 81.3
Week 4 22.1 26.0 140.0
March 1990
Week 1 37.3 15.5 262.5
Week 2 6.4 -13.0 64.4
Week 3 1.3 -1.2 48.6
Week 4 3.8 -1.6 18.2
April 1990
Week 1 1.2 1.9 8.8
Week 2 1.6 7.0 10.0
Week 3 4.8 -0.8 10.0
Week 4 4.9 -0.6 9.6
May 1990
Week 1 1.9 -3.8
Week 2 3.0 1.9
Week 3 3.3 6.0
Week 4 3.5 -3.0
SouRcEs:Banco de la Naci6n Argentina, El Cronista Comercial, Instituto de Politica Econ6mica y Social
and author's estimates.
a Variations in the Consumer Price Index, as computed by the Instituto de Politica Econ6mica y Social.
Estimates are unofficial.
b Parallel exchange rate, seller's price.
c Interbank monthly rates on 7-day loans, weekly average.
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Table A.5.
Real Wages and Purchasing Power of Wages in the Industrial Sector (1986= 100)
Period Real Wagea Purchasing Power
of WageSa,b
1985c 100.7 94.7
1986 100.0 100.0
1987 94.6 91.8
1988 89.3 81.8
1989 84.3 65.3
January 93.7 90.6
February 88.6 88.0
March 93.0 75.9
April 86.6 65.7
May 96.4 64.4
June 77.4 32.4
July 85.4 59.8
August 69.5 54.3
September 67.1 61.6
October 69.8 66.9
November 89.4 63.4
December 94.6 60.7
1990 81.5 70.6
January 77.2 54.5
February 84.6 45.6
March 66.9 50.7
April 82.0 62.6
May 85.5 75.4
June 83.0 79.2
July 86.2 77.7
August 83.9 77.9
September 82.9 77.4
October 82.8 81.3
November 82.1 82.6
December 81.1 82.1
1991d 74.5 72.7
January 79.9 75.3
February 71.8 73.6
March 71.9 69.2
SouRcEs:Fundaci6n de Investigaciones Econ6micas Latinoamericanas (based on Ministerio de
Economia), and author's estimates.
a Average for the manufacturing sector.
b ppwt= Wt-_ / (pt+Ptl-1} , where is ppwt is purchasing power of wages in t, w t is the
nominal wage in t, and Pt is the Consumer Price Index in t. .
C Average of monthly data. d Average of first three months.
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Table A.6.
Employed Workers and Worked Man-Hours (1970= 100)
Period Workers Worked Man-Hours
per Employed Worker
Employed Man-Hours
1985 74.7 73.9 98.9
1986 71.7 74.4 103.8
1987 71.3 73.5 103.1
1988 72.1 75.3 104.4
1989 66.4 67.9 102.3
January 70.4 64.7 91.9
February 71.9 62.1 86.4
March 71.1 75.6 106.3
April 70.7 75.6 106.9
May 69.2 73.6 106.4
June 66.3 67.8 102.3
July 63.3 65.0 102.7
August 62.0 65.6 105.8
September 61.3 64.4 105.1
October 63.0 65.9 104.6
November 63.5 68.5 107.9
December 64.0 65.3 102.0
1990
January 65.8 60.8 92.3
February 67.4 55.8 82.8
March 66.4 66.1 99.6
April 64.3 62.3 97.0
May 62.0 63.6 102.6
June 60.7 61.9 102.0
July 60.5 58.2 96.2
August 60.5 65.0 107.4
September 60.0 61.8 103.0
October (..) (..) (..)
November (..) (..) (..)
December (..) (..) (..)
SOURCES: Banco Central de la Reptiblica Argentina and Instituto Nacional de Estadistica y Censos.
(..) Not available
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Table A.7.
Nominal and Real Exchange Rates (monthly averages)
Period Exchange Rates
Official (A/$)a Parallel (A/$)b Gap (%) Reale
1988d 8.77 10.8 -0.8 80.0
1989 396.2 461.4 13.3 118.6
January 13.7 16.8 23.0 63.5
February 14.5 25.1 73.4 86.8
March 15.3 40.5 164.7 120.2
April 51.1 64.2 25.6 144.2
May 124.5 127.9 2.7 162.2
June 210.3 401.4 90.9 236.8
July 567.7 644.3 13.5 128.0
August 655.0 666.3 1.7 95.3
September 655.0 650.7 -0.7 85.4
October 655.0 701.2 7.1 87.4
November 655.0 882.5 34.7 103.3
December 1137.1 1316.1 7.9 110.3
1990 4855.1 4887.6 0.7 56.7
January 1666.3 1679.4 0.8 79.6
February 3692.8 3591.0 -2.8 101.7
March 4772.3 4895.8 2.6 71.8
April 4697.4 4941.8 5.2 66.3
May 5004.3 5011.3 0.1 59.4
June 4696.0 5279.5 0.1 54.8
July 5329.8 5347.1 0.3 50.1
August 6028.6 6050.2 0.4 50.1
September 5805.5 5829.0 0.4 42.4
October 5588.4 5604.5 0.3 38.6
November 5284.5 5291.2 0.1 34.2
December 5119.3 5130.0 0.2 31.2
1991e 8452.8 8479.7 0.3 39.1
January 6492.0 6536.7 0.7 37.1
February 9386.8 9422.8 0.4 42.1
March 9479.7 9479.7 0.0 38.1
SoURCEs:Banco Central de la Reptiblica Argentina and Fundaci6n de Investigaciones Econ6micas
Latinoamericanas (based on data from Banco de la Naci6n Argentina, International Financial
Statistics and Banco Ciudad de Buenos Aires).
a Commercial seller's price.
b Seller's price.
C July 1985= 100. Parallel exchange rate corrected by US Wholesale Price Index and local Consumer Price
Index.
d Average of monthly data.
e Average of three months.
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Table A.8.
Monthly Interest Rates (average of weekly data, in %)
Period Passivea Activeb Passive Active
(nominal) (nominal) (real)c (real)c
1988
1989
January
February
March
April
May
June
July
August
September
October
November
December
1990
January
February
March
April
May
June
July
August
September
October
November
December
1991
January
February
March
14.3
29.6
12.5
17.3
22.5
41.2
81.4
135.0
30.3
13.4
7.4
6.5
9.6
25.0 (-46.3;-62.3)d
16.7
27.0
36.3
53.1
10.6
7.9
13.3
11.3
9.6
15.5
11.3
6.9
6.2
12.0
11.1
15.6
9.3
14.1
31.0
11.0
17.8
21.7
46.3
96.6
137.8
31.4
12.9
6.7
5.8
9.1
28.7
27.5
40.7
129.1
108.5
12.4
11.3
16.9
11.1
11.9
17.7
13.2
7.1
6.2
12.0
10.3
16.1
9.8
0.2
-7.3
5.1
4.2
0.6
-8.4
8.2
5.1
-42.1
7.0
0.9
1.5
-3.2
-43.0 (-75.5;-82.8)
-1.0
4.3
-34.5
25.6
-1.9
-5.9
3.9
-5.7
-3.2
7.6
6.0
1.4
1.5
2.8
1.1
1.9
5.4
0.0
-6.4
3.6
4.6
-0.2
-5.1
17.2
6.4
-41.7
6.4
0.2
0.7
-3.8
-41.4
7.4
5.9
10.0
71.0
-0.2
-3.0
7.2
-5.9
-1.2
9.7
7.6
1.7
1.8
2.9
0.6
2.4
5.8
SouRcEs:CEPAL, Buenos Aires Office and author's estimates.
a For 1988, corresponds to term deposits market rate. From January to May 1990, corresponds to deposits in savings
accounts (common). From June 1990 on, corresponds to term deposits (average of time lengths).
b Corresponds to 7 days-interfirm loans with Bonex collateral.
C The formula used is, rt= (it-Pt+ 1)/ (1+pt+l), where rt is real interest rate in week t, it is nominal interest rate in
week t and pt+1 is the estimated weekly variation of the Consumer Price Index in week t+ 1.
d The fourth week of December includes the effect of the Erman-II plan, which suppressed interest rate computation for
the period December 28, 1989 to January 4, 1990. Interest rates shown corresponds to a small deposit, a A 5 million
deposit and a A 100 million deposit, respectively. For the last two cases, the formula used was, i= {d+(c (1 +j)-d)
be/ 1830- c}/ c, where b is the Bonex dollar quote (41.5%), c is the initial capital amount (A5 million or A100
million), d equals A 1 million, e is the exchange rate on January 4 (A 1,300), i is the nominal interest rate and j is the
interest rate accrued until December 28.
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Table A.9.
Monetary Aggregates (millions of U$S)
Period M1a M2b M3c
December 1985 4,500 6,027 10,692
December 1986 4,233 5,675 12,177
December 1987 2,983 4,170 9,647
December 1988 3,646 4,924 15,253
1989d 1,880 2,403 7,286
January 3,757 5,134 16,579
February 2,717 3,700 12,110
March 1,855 2,497 8,489
April 1,339 1,784 6,376
May 1,026 1,299 4,561
June 638 794 2,789
July 888 1,104 3,593
August 1,481 1,810 5,520
September 1,951 2,434 7,161
October 2,410 2,975 8,049
November 2,295 2,777 7,041
December 2,197 2,526 5,170
1990 3,056 4,543 5,539
January 2,535 3,635 3,635
February 1,420 2,228 2,234
March 1,421 2,155 2,212
April 1,947 3,027 3,321
May 2,534 3,858 4,342
June 2,947 4,339 4,946
July 3,375 4,806 5,651
August 3,157 4,552 5,516
September 3,373 5,062 6,591
October 3,796 5,760 7,703
November 4,505 6,829 9,208
December 5,660 8,263 11,105
1991
January 4,714 6,932 9,260
SOURCE: Banco Central de la Repiiblica Argentina.
a M1 = Currency and coins plus checking accounts.
b M2= M1 + Savings accounts.
c M3=M2+Term deposits.
d Average of monthly data.
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Table A.10.
Liquidity Coefficients (% of GDP)
Period M1 a  M3b
1986c 6.6 18.3
1987 5.5 17.1
1988 3.6 14.5
1989 3.3 13.3
January 4.4 19.5
February 4.4 19.0
March 4.0 17.9
S90 11 7
May 2.2 9.6
June 2.1 9.0
July 1.6 7.5
August 2.3 10.2
September 3.0 12.5
October 3.9 14.5
November 4.6 15.2
December 4.4 12.0
1990 3.0 5.4
January 4.2 5.9
February 2.5 4.2
March 1.7 2.7
Anril 2.3 3.9
May 2.9 5.2
June 3.2 5.5
July 3.5 6.0
August 3.3 5.7
September 2.9 5.8
October 3.0 6.4
November 3.1 6.6
December 3.7 7.6
1991d 3.2 6.5
January 3.6 7.4
February 3.0 6.0
March 3.0 6.2
SoURRcEs:Fundaci6n de Investigaciones para el Desarrollo, based on data
from Banco Central de la Reptiblica Argentina and Instituto
Nacional de Estadistica y Censos.
a M1= Currency and coins plus checking accounts.
b M3= M1 + Savings accounts+ Term deposits
C Average of monthly data.
d Average of first three months.
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Table A.11.
Monetary Base and Foreign Reserves (millions of U$S)a
Period Monetary Base Foreign Reservesb Ratio ([1]+ [2])
[1] Liquid Assets [2] Gold + Liq. Assetsc (%)
December 1987 2,645.6 805 2,226.3 328.6
December 1988 4,265.5 2463.5 3,884.8 173.1
1989 d  2,004.1 1,116.6 2,537.8 226.9
January 3,897.5 2,202.0 3,623.2 177.0
February 2,577.7 1,272.7 2,693.9 202.5
March 1,553.5 664.6 2,085.8 233.7
April 1,190.5 368.6 1,789.8 323.0
May 832.1 547.0 1,968.2 152.1
June 707.3 112.4 1,533.6 629.2
July 1,363.3 1,038.1 2,459.3 131.3
August 1,764.0 1,505.9 2,927.1 117.1
September 2,583.6 1,801.3 3,222.5 143.4
October 3,001.7 1,784.4 3,205.6 168.2
November 2,686.9 1,317.8 2,739.0 203.9
December 1,891.4 784.2 2,205.4 241.2
1990 3,473.7 1.724.9 3,129.5 220.1
January 2,672.7 745.2 2,166.4 358.7
February 1,016.2 440.4 1,861.6 230.7
March 2,000.3 619.6 2,040.8 322.8
April 2,493.3 1,053.3 2,474.5 236.7
May 2,820.0 1,499.2 2,920.4 188.1
June 3,425.9 1,964.2 3,385.4 174.4
July 3,594.2 1,892.5 3,313.7 189.9
August 3,152.3 1,803.6 3,224.8 174.8
September 4,011.5 2,298.2 3,669.6 174.6
October 4,627.3 2,370.7 3,742.1 195.2
November 5,655.6 2,770.0 4,141.4 204.2
December 6,215.0 3,242.2 4,613.6 191.7
1991
January 3,775.4 3,160.4 4,531.8 119.5
SoURCE:Banco Central de la Reptiblica Argentina, Fundaci6n de Investigaciones Econ6micas Latinoamericanas and
author's estimates.
a End of the month values.
b Excludes Iliquid Assets and ALADI net positions.
C From January 1989 to August 1990, gold assets were worth 1421.2 millions of U$S . From September 1990 to
January 1991, gold assets were valued at 1371.4 millions of U$S.
d Average of monthly data.
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Table A.12.
Operative and Total Surplus of the Treasury (millions of U$S of March 1991)
Period Total Operative Interests Total Operative Total
Revenues Expenses Expenses Surplusa Surplusa
1986b
1987
1988
1989
January
February
March
April
May
June
July
August
September
October
November
December
1990
January
February
March
April
May
June
July
August
September
October
November
December
1991c
January
February
March
17005
15261
7222
8245
567
764
519
240
1495
740
376
629
727
735
830
622
7837
662
502
470
576
674
764
669
682
742
616
855
623
1739
662
491
586
16960
16297
8579
7790
635
898
833
594
562
635
506
664
604
591
664
603
6325
495
391
383
413
507
620
620
590
585
544
619
558
2136
649
776
712
4066
3678
1447
1919
63
618
108
55
65
131
73
141
201
149
191
123
1788
37
47
154
73
187
175
415
99
134
215
136
117
583
111
156
317
21026
19974
10025
9708
698
1,516
941
649
627
765
579
805
805
740
856
726
8113
532
438
538
486
694
795
1,035
688
719
758
754
675
2720
759
932
1029
46 -4020
-1036
-1357
455
-69
-134
-314
-354
933
106
-130
-34
123
144
166
18
1512
167
111
87
163
167
144
50
93
157
72
237
65
-398
13
-285
-126
-4714
-2803
-1464
-132
-752
-421
-409
867
-25
-203
-176
-78
-5
-26
-105
-276
130
64
-68
90
-20
-31
-366
-6
23
-142
101
-52
-981
-97
-440
-443
SOURCES: Fundaci6n de Investigaciones Econ6micas
and author's estimates.
a Negative sign indicates deficit.
b Total for the year.
C Total for the first three months.
Latinoamericanas (based on Secretaria de Hacienda)
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Table A.13.
Financing needs of the Treasury (% of Total Revenues)
Period Total Total Emerg. Financing Net Use Central Banking Financing and Other
Revenues Expenses Financinga Needs of Credit Total Central External Other
Bankb Financingc (net)
1985 100.0 180.7 5.5 75.2 -2.5 77.7 41.4 40.6 -4.3
1986 100.0 132.2 5.2 27.0 27.1 -0.1 5.1 2.6 -7.7
1987 100.0 133.9 0.2 33.7 45.4 -11.7 6.6 -3.7 -14.6
1988 100.0 175.5 18.9 56.6 52.0 4.6 17.1 -5.6 -6.9
I 100.0 169.5 0.0 69.5 104.8 -35.3 3.7 -55.0 16.0
II 100.0 184.3 47.1 37.2 -4.7 41.9 13.6 43.3 -15.1
III 100.0 156.4 13.7 42.7 20.9 21.8 24.0 7.9 -10.1
IV 100.0 197.9 19.3 78.6 80.3 -1.7 34.3 -7.0 -29.0
1989 100.0 122.7 5.1 17.5 62.4 -44.9 9.1 -27.0 -27.0
I 100.0 208.9 21.7 87.2 97.6 -10.5 10.5 -1.5 -19.4
II 100.0 81.5 2.5 -21.0 46.3 -67.3 11.2 -71.7 -6.7
III 100.0 135.8 1.5 34.3 59.6 -25.3 15.4 -22.1 -18.6
IV 100.0 105.2 0.2 5.0 61.3 -56.3 0.0 9.3 -65.6
1990d 100.0 104.6 0.1 4.6 -3.6 8.2 10.1 -7.4 5.4
I 100.0 91.3 0.1 -8.8 24.7 -33.5 23.9 -3.0 -54.4
II 100.0 96.1 0.1 -4.0 -25.3 21.3 -8.6 -38.6 68.5
III 100.0 122.3 0.1 22.2 -1.6 23.8 16.4 2.7 4.7
IV 100.0 109.2 0.1 9.1 -8.9 18.0 11.3 12.7 -6.0
SOURCE: CEPAL, based on data from Tesoreria General de la Naci6n.
a Collections from the forced saving regime.
b Includes the use of the Fondo Unificado de Cuentas Oficiales (Official Accounts Unified Fund).
c Transfers to the government of external credits contracted by the Central Bank.
d Figures for 1990 are preliminary.
Table A.14.
Prices and Wages in the Public Sector (1986= 100)
Period Real Wages in the Public Sector Prices of
Central Public Enterprises Public Enterprises
Governmenta (net of taxes)
1985" 109.4 94.3 94.0
1986 100.0 100.0 100.0
1987 96.0 94.2 97.3
1988 104.4 92.3 97.1
1989 88.7 90.8 80.8
January 104.8 106.0 93.4
February 100.9 100.5 93.6
March 102.2 104.1 87.5
April 99.6 101.6 68.8
May 107.9 101.6 54.3
June 85.6 96.3 38.9
July 110.7 69.7 73.1
August 59.4 85.7 95.4
September 63.9 82.5 93.8
October 73.7 80.5 92.6
November 69.3 84.5 90.9
December 86.2 76.8 87.2
1990 62.5 73.6 94.4
January 75.6 74.5 75.2
February 72.2 64.9 68.8
March 47.4 55.3 74.4
April 56.8 78.2 87.6
May 71.4 78.5 89.7
June 70.8 86.5 87.0
July 70.7 85.1 92.7
August 64.3 79.5 90.4
September 57.9 74.5 111.7
October (*) 57.5 67.9 119.3c
November (*) 54.2 68.0 118.8
December (*) 51.8 70.3 117.4
1991d 55.7 67.6
January (*) 50.9 71.2 111.9
February (*) 51.2 59.6 (..)
March (*) 65.0 72.1 (..)
SoURCEs:Fundaci6n de Investigaciones Econ6micas Latinoamericanas, Banco Central de la Repdblica
Argentina and author's estimates.
a Corresponds to Level 16 in the public hierarchy.
b Average of monthly data.
0 From October 1990, ENTEL (ex-public telephone company) and Aerolineas Argentinas (ex-public
national airline company) are excluded.
d Average of first three months.
(*) Preliminary 
(..) Not available
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Table A.15.
Balance of Payments (millions of U$S dollars)
Period Current Account Capital Valuation Errors and Net Reserve
Totala Balance of Real Financial Accountb Adjustments Omissions Variationc
Trade Services Services
1985d -953 4582 -230 -5303 3047 -10 -67 2017
1986 -2859 2128 -573 -4416 1959 269 68 -563
1987 -4238 541 -285 -4485 3184 170 -222 -1106
1988 -1572 3810 -255 -5127 3471 -27 -88 1784
I -838 548 -169 -1216 555 -21 154 -150
II -415 897 32 -1344 1046 -13 -200 418
III 24 1215 -20 -1172 1242 -5 -12 1249
IV -343 1150 98 -1395 628 12 -30 267
1989 -1294 5374 -255 -6422 -357 -5 -45 -1701
I -846 949 -416 -1381 -798 -15 10 -1649
II -63 1512 103 -1681 -691 -10 87 -677
III 266 1788 72 -1597 1326 1 -197 1396
IV -651 1125 -14 -1763 -194 19 55 -771
1990e 1690 6668 -217 -4801 -341 -61 218 1506
I 242 1858 -172 -1451 -400 -6 13 -151
II 551 2351 7 -1824 711 3 132 1397
III 897 2459 -52 -1526 -652 -58 73 260
IV (..) (..) (..) (..) (..) (..) (..) (..)
SOURCE: CEPAL, based on data from Banco Central de la Repiiblica Argentina.
a Differs from the sum of the Balance of Trade, Real Services and Financial Services accounts by the item "Unilateral Transfers".
b Includes Compensatory and Noncompensatory Capital Movements.
c Includes gold, foreign currencies, IMF reserve position and special drawing rights. Increment has positive sign.
d Total for the year.
e Sum of first three quarters.
(..) Not available N
Table A.16.
Tariff Structure (October 1989-April 1991)
Period TARIFF STRUCTURE(%)
Average AverageBa Dispersion Variabilityb  Modec Maximumd
Initial Conditions 28.9 24.3 13.9 57.3 40 40
1989
October 26.5 22.3 12.9 57.7 37 40
December 20.7 17.4 10.6 61.0 30 30
1990
January 16.4 14.8 8.3 56.2 24 24
February-March 15.5 13.9 8.9 64.4 24 24
April 16.2 14.6 8.4 57.4 24 24
May 18.3 17.0 5.2 30.7 24 24
June-July 18.4 17.0 5.2 30.7 24 24
August 17.9 17.0 5.2 30.7 24 24
October 17.3 - 5.4 31.0 24 24
1991
January 18.1 8.4 46.0 22 22
April 9.7 9.5 98.0 0 22
SOURCEs: Ministerio de Economfa and Fundaci6n de Investigaciones Econ6micas Latinoamericanas.
a Does not include transitory additionals duties.
b Defined as VARIABILITY= (DISPERSION/ AVERAGE B).
C Defined as the most frequent tariff.
d Does not include those items which paid transitory additional duties, besides the tariff. In October 1990, the maximum tariff for those items was 50%, plus 20%
of transitory additionals duties. Currently, there are no items paying transitory additional duties.
Table A.17.
Aggregate Production and Spending (1986= 100)
Period GDPb Consumption Gross Domestic Investment Exports Imports Total
Total Fix Stocks Demand
1985a 94,7 92,6 85,1 91,8 264,2 107,5 85,1 93,8
1986 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0
1987 102,2 101,2 117,0 114,0 36,6 99,0 106,1 102,5
1988 99,4 94,4 104,3 95,9 -122,3 120,4 94,0 98,9
I 101,1 101,6 95,5 98,7 180,3 99,7 96,5 100,7
II 102,3 91,9 146,8 104,3 -988,3 120,4 92,2 101,4
III 94,4 86,1 93,2 99,5 259,6 142,5 94,7 94,4
IV 99,8 98,0 81,8 81,0 59,0 118,9 92,8 99,2
1989 95,0 90,6 72,4 69,9 6,3 126,0 77,7 93,4
I 97,2 97,5 82,3 78,5 -18,6 108,1 98,3 97,3
II 92,7 83,8 74,3 67,3 -111,5 142,1 69,6 90,6
III 89,1 81,7 57,0 69,2 383,3 142,5 69,5 87,3
IV 101,2 99,5 75,9 64,5 -228,0 111,3 73,4 98,6
1990
I 92,3 89,5 40,7 49,2 267,6 138,0 77,6 90,9
II 92,4 78,0 92,0 63,8 -660,3 156,7 66,3 90,0
III 92,1 83,3 44,0 68,7 703,6 167,1 74,1 90,4
IV (..) (..) (..) (..) (..) (..) (..) (..)
SOURCES: Banco Central de la Repiiblica Argentina and author's estimates.
a Annual figures are averages of quarterly data.
b At market prices.
(..) Not available
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